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Germany’s Road into Industrial Genocide 


The signing of the Luxemburg Treaty in 1952 marked the beginning 
of an official German-Israeli-Jewish triologue. The Federal Republic 
of Germany pledged to make good, within the limits of its capacity, 
the material damage suffered by the Jews under the government of 

the Third Reich. 

Since the Federal Republic of Germany was built upon the moral 
ruins of the Third Reich, Chancellor Konrad Adenauer wanted to 
demonstrate to the international community that his government was 
of a different moral fiber. He made it clear by word and deed that the 
Bonn government and all decent Germans were ashamed of the Nazi 
past and wanted to offer large-scale remedial action for the material 
damage suffered by Jews at the hands of the Nazis. And that attitude 
toward restitution and compensation prevailed at the top evels of 
government in West Germany. 

To understand what the Bonn government was paying for, it may 
be useful to examine the social older of the Third Reich and survey 
the forces that conceived, financed, and carried out the destruction of 

European Jewry. 

The Nazi Social Order 

In general, a given social order can be explained in terms of the 
ideological, political, institutional, and economic arrangements that 
govern the operations of that particular society. Here, theiefore, the 
social order is conceived as consisting of four-dirnensiorial social 
space, namely, ideological, political, institutional, and economic. In 
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all totalitarian societies, ideologies act as the fountainhead of ideals 
and as guides for policies. Ideologies also serve as substitute religions 
and justify discrimination against and punishment of all those who 
do not accept the sacredness of the “official faith.” 1 

The ideological dimension of the Nazi social order was set in terms 
of the “iron laws of nature,” which manifested themselves basically 
in the concept of struggle, or eternal war, and the purity of blood. 2 
The Nazi racist theory was developed on the basis of blood, bad or 
good. Heredity, blood, and biology were the three major factors of 
the Nazi racial doctrine, 3 which held that the Aryan race was superior 
to all others, and that the Jews represented the most inferior race 

and therefore had to be exterminated. 

This Nazi race creed has been analyzed as an outgrowth of Chris¬ 
tian theology, German Volkish ideology, and the pseudo-scholarly 
anti-Jewish literature of nineteenth-century Europe. Since the ma¬ 
jority of all Christians, the argument went, always had been and 
continued to be anti-Jewish, 4 denigration and hatred of the Jews was 
probably as old as Christianity itself. 5 Discriminatory Church laws, 
designed to undermine the Jews socially, politically, and economi¬ 
cally, went back to the Roman Empire. 0 Jews were, among other 
things, forbidden to intermarry or to have sexual intercourse with 
Christians; they were not allowed to hold public office, to employ 
Christian servants, or to be plaintiffs or witnesses against Christians. 
The Christian Church also decreed the marking of Jewish clothes 
with a badge in 1215, and the erection of compulsory ghettos. 7 

In addition to the existing anti-J ewish legislation of the Christian 
Church, all European nations, including Germany, had developed 
their own brands of national Judaeophobia. In Germany, it mani¬ 
fested itself in the form of Volkish ideology, 8 and was based on the 
medieval notion that the Jew was an alien in the land of the Ger¬ 
manic peoples. 0 In the popular image, a Jew was dishonest and ruth¬ 
less, consumed by a lust for power. Jews were not to be trusted 
because they practiced “a subversion from within.” But the most 
important part of the Volkish view of the Jewish stereotype was the 
assertion that the lust of the Jewish parasite for Aryan women was 
as strong as his lust for money. 10 By intermarriage the Jew contami¬ 
nated the German race, it was said. But Church teaching about the 
Jews was far more important than anti-J ewish legislation, because 
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the latter directly affected relatively few Christians in premedieval 
and medieval society. Anti-Jewish teaching, by means of “pictorial” 
representation in Church sculpture and stained-glass windows, and 
in regular Sunday sermons, reached millions and was particularly 
potent in its effects in the European nations. It also affected rulers 
as individuals and as Christians. Regardless of the fact that attitudes 
toward Jews differ among the several European nations, all the 
stereotypes can be traced back ultimately to the Church's view, which 
pervaded all of Christendom, that the Jewish people were outside the 
pale of civilized society. Because the Jews rejected Christ (that is, 
God) and murdered Him, God had crossed them off. And if God 
no longer cared for them, then men should equally abhor them. In 
many pictorial representations adorning’ churches and museums, Jews 
became representatives of Satan. From this came the idea of contami¬ 
nation. The Church's attitude toward Jews has been simple: convert, 
eave, or die. For whatever the rate theorists and nationalists could 
contrive in the nineteenth century, they had a firm foundation in 
the Church’s legislation and in its daily teaching and preaching. 

To the disabilities resulting from the anti-Jewish attitude of the 
Church could be added numerous other unfavorable stereotypes, the 
result of the efforts of a few European intellectuals to dress popular 
notions about the Jews in pseudo-scientific trappings. The Frenchman 
Count Joseph Arthur de Gobineau was probably the first modern 
race theorist. His work, The Inequality of Human Races, published 
in 1853, is a comprehensive exposition of white racial supremacy, 
and in his writings the concept of race becomes the focus for all 
human history. Gobineau’s theory boils down to three basic ideas: 
differences in racial characteristics, miscegenation, and race contami¬ 
nation as producing the inevitable decline of civilization. He divides 
mankind into white, yellow, and black races. The white race sup¬ 
posedly possesses all such noble qualities as energy, leadership, and 
superiority; the yellow races have fertility and stability; the blacks 
are endowed with sensuality and artistic impulse. The salient feature 
of this theory is the assertion that civilization occurs only when two 
races mix. But unfortunately, argues Gobineau, civilization leads to 
more and more mixing of “inferior blood” with that of the ruling 
race. The process of blood mixture bastardizes the ruling class and 
decadence is inevitable. 11 

Gobineau's writings were largely ignored by the French, but his 


„ West German Reparations to Israel 

6 

influence was strong among German teachers, "who were in a posi¬ 
tion to disseminate the racist ideas in the schools. 

Another writer whose work on racial questions had immense in¬ 
fluence on the masses was Houston Stewart Chamberlain, a natural¬ 
ized German of English parentage and birth. He combined the 
theories of Gobineau with Friedrich Nietzsches concept of the 
superman, and this aggregation, with his additions resulted in his 
The Foundations of the Nineteenth Century, published in 1899. 

In this volume, according to one scholar, “the hig y inven ive 
pseudo-science of Teutonic racial superiority and its corre ate, Jew¬ 
ish baseness, were pushed to their limits.” “ Chamberlain s volume 
became the bible of the anti-Jewish academicians and of the Jew 

baiting, Volkish ideologists. ... c \ 

The next major work in the pseudo-scientific literature of Aryan 

racism, which added still a new dimension to it, was a two-volume 

work by another Frenchman, Edouard Drumont. His La France 

Juive newish France), published in 1886, charged that the Jews a 

been responsible for French woes since the Middle Ages. From this 

work the Jew emerges as the eternal conspirator-felon, the pariah 

of nations. The diabolical Jew, a man of superior cunning, is 

claimed to be the real enemy of all peoples. Nations beware, says 

Drumont, and unite in your fight against Jews! 14 

The most important work of anti-Jewish literature, which fu y 
revealed the collective psychopathology of European Christianity 
was Sergei Nilus’s The Protocols of the Elders of Zion, published 
in 1903. 15 It was manufactured between 1894 and 1899 at the e- 
hest of Rachkovsky, head of the Russian secret police in Pans. This 
work spread the myth of a global Jewish conspiracy designed tor 
the spiritual and physical subversion of the Christian world. The 
legend was well received by those Christians who for centuries also 
believed in the tale of Jewish ritual murder of Christian children. 1 ® 
Although the Protocols was exposed as a crude forgery, the wor 
became a best-seller between the two World Wars. After the Russian 
Revolution, and especially after the lost civil war, White Russian 
refugees, primarily officers and nobility, presented the Revolution 
of 1917 as the concrete manifestation of a world-wide Jewish plot. 1 
Kaiser Wilhelm II and his supporters were also impressed with the 
Protocols. In Germany it sold extremely well, going through thirty- 
three editions up to 1933. It provided the frustrated German middle 
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classes, officer corps, and bureaucrats with handy explanations for 
the loss of the war, the hyperinflation that followed, and the dis¬ 
astrous reparations settlement, all in terms of the world-wide Jewish 
plot. In short, this work became a cornerstone of Nazi propaganda. 

The pseudo-scientific race theories, the popular stereotypes of the 
Jew-baiters, and the essentially negative attitude toward all Jews 
because they were implicated in the death of Jesus were manifesta¬ 
tions of a prevailing Judaeophobia in Germany. 

The work that “ennobled” anti-Jewish feelings and elevated vio¬ 
lence against the Jews to a German civic duty was Alfred Rosen¬ 
berg’s The Myth of the Twentieth Century, first published in 1930. 1S 
This Nazi spokesman “exalted the Volk, or folk, a people of un¬ 
mixed racial origins who were mystically bound together in a primi¬ 
tive community of blood and soil which recognized no artificial 
boundaries. . . 10 The author eventually called for the complete 

elimination of the Jews from all walks of life. 30 In 1933, when the 
Nazis came to power, Rosenberg’s anti-Semitic Weltanschauung was 
transformed into a vehicle for political action. Total anti-Semitism 
had finally arrived and the gas chambers were in sight. 21 

Of the four dimensions of the Nazi social order, the political 
dimension was characterized by totalitarianism. As soon as Hider 
took over in 1933, the existing multiparty system of the Weimar 
Republic was eliminated. The Nazi Party became the only legiti¬ 
mate political party. 22 Parliamentary processes were scrapped, and 
one-man authority was substituted for majority rule. With the Nazi 
Party firmly in the saddle, the “One Realm, One Nation, One 
Fiihrer” slogan subordinated everybody and everything to the com¬ 
mands of the state. The individual was effectively deprived of his 
former constitutional rights and given only Nazi-coined obligations 
instead, 25 Free speech and freedom of assembly were either sus¬ 
pended or eliminated from political life as was the right to disagree 
with the officials of the Nazi Party. In the new one-party system, 
Hitler’s responsibility to the voting public was replaced by his or 
his party’s responsibility to the Nazi ideology, the “iron laws of 
nature.” 24 The establishment of the totalitarian political structure 
was accompanied by the inevitable process of the fragmentation of 
German society. An omnipresent secret police ruthless iy eliminated 
all opposition. Since the courts were quickly transformed into insti¬ 
tutions for meting out punishment instead of justice, people ceased 
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to speak out or even to talk to each other. Being tight-lipped be¬ 
came a way o£ life. People soon learned that resistance and protests 
were brutally dealt with by the new Nazi lords. Of course a few 
thousand resisted openly because they could not live otherwise. 
Some of them committed suicide, though more often the opponents 
of the new regime ended up in concentration camps. But the ma¬ 
jority of all Germans in the 1930s wanted simply to live to have a 
job again, and to see public order restored and preserved. 

The third dimension of social space, under the Nazi order, may 
be said to be the institutional. This refers to the particular legal 
and administrative framework within which the totalitarian state 
operated, into which were built such factors as government inter¬ 
ference with and regulation of economic activity changes in the 
extent of private and corporate ownership of industry, 
establishment of the so-called "economic crimes against the s ate 
subject to capital punishment. All of these are insUtutronal ar¬ 
rangements, “ways of doing things,” not purely economic, but with¬ 
out which the unique economic processes that take place in a par¬ 
ticular social order at a given period cannot be properly understood. 
German economists have used "economic sociology as an umbrella 
term to cover all social institutions relevant to economic behavior 
(including property rights, inheritance, contract, economic misbe¬ 
havior), as well as those motivating economic actions. All of t 
above do not constitute economic history; they merely explain why 

people behave as they do. 26 , 

Nazi economic arrangements were conservative. For the most par , 

they upheld the existing economic institutions of the Weimar 
period. For instance, both private and corporate ownership of the 
means of production were recognized, and wholesale expropriation 
never took place. 21 Such economic conservatism avoided duplication 
of the Soviet experience. However, the preservation of private prop¬ 
erty rights was subject to many qualifications. The Nazi concept o 
private property had nothing to do with customary subjective 
property rights. The property laws of the Third Reich safeguarded 
the rights only of those persons who had acceptable status, define 
in terms of race and blood. 28 All politically unreliable Germans and 
all Jews were deprived of their property within a few short years. 

The fourth dimension of the Nazi social order concerns tie 
manner in which it solved the basic problems of economic lationa 
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ity, such as the task of coordination and the quest for efficiency. 
Coordination in a market economy deals with the achievement of 
a balance between the amounts demanded and supplied, the elimi¬ 
nation of shortages, and the prevention of surpluses. Goods in short 
supply enjoy rising prices, which encourage the production of the 
scarce commodity, and vice versa. In addition to coordination of 
demand and supply, everything must be produced in the most effi¬ 
cient way; for instance, a given output must be produced with the 
smallest possible input of resources. The capitalist “profit whip” is 
an effective scale on which to weigh available market alternatives; 
if a firm does not pay attention to production costs and fails to earn 
profits, it is not producing “efficiently” and is, in fact, too costly 
for the society. It must give way to another firm, which will use 
scarce resources more economically. 

In addition to preserving private and corporate property, the 
Nazis did not subject the economy to the quantitative output plan¬ 
ning of the Soviet type. This does not imply that the “free enter¬ 
prise system” of the Weimar Republic w r as retained intact. True, 
German businessmen continued to operate their firms, but subject 
to supervision by a number of government agencies. 29 During the 
Nazis’ first five years in power, their economic policy was prima¬ 
rily concerned with eliminating mass unemployment, 90 controlling 
foreign trade and foreign exchange, maintaining monetary stability, 
creating favorable profit opportunities for big business, and stimu¬ 
lating capitalist-type institutions. 31 To achieve these objectives. Dr. 
Hjalmar Schacht, the economic czar of the Third Reich, used direct 
and indirect controls. To make the most important industrial sec¬ 
tors of the economy profitable, German corporations were permitted 
to limit dividend payments, and the undistributed corporate profits 
were not taxed if invested in war-related industries.' 12 At the same 
time, the Nazi destruction of free labor unions on May 2, 1933, 
enhanced the managerial prerogative. 33 The manager, in fact, was 
elevated to a power-control position, with the unrestricted right to 
enforce personal and technical subordination in the plant. The in¬ 
troduction of an unfettered managerial prerogative restored a me¬ 
dieval-like patriarchal order in German industry. 34 To eliminate 
excessive competition and to maintain stable prices, many small 
businesses were forced into cartels. 
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In addition to this stimulation of capitalist institutions, all busi¬ 
nesses were required by law to become members of appropriate or¬ 
ganizations, related both horizontally and vertically. The various 
economic groups and subgroups were instruments of functional con¬ 
trol, while the respective economic chambers represented institu¬ 
tions of territorial control. 85 Reorganized in this fashion, German 
industry and agriculture were made subject to the new controlled 
leadership principle. One reason behind the compulsory member¬ 
ship in the various agencies was the Nazi quest for economic self- 
sufficiency. It was hoped that a totalitarian state, with an economy 
organized along hierarchical lines of authority, would be in a posi¬ 
tion to improve the raw material situation rapidly by developing 
materials which were close substitutes, by eliminating the use of 
scarce materials in civilian production, and by rigorous stockpiling 
- measures. 88 In addition, the various economic groups also carried on 
their former trade association activities. Thus reorganized, the free 
enterprise system was transformed into a politically implemented 
capitalism in which the economic helplessness of labor, the predica¬ 
ment of stockholders, and the political impotence of the middle 
class were effectively exploited by German big business. In league 
with the General StaEE, big business (except for close government 
regulation of foreign exchange, the capital market, and industrial 
relations) was relatively free from Nazi influence and regulation. 37 
As long as profits continued to swell, German big business wore 
blinders and ignored the rising Nazi brutalities. 88 Despite much talk 
and confusion, the Nazi rearmament program up to 1936 was quite 
moderate. Until 1936 such military expenditure claimed roughly 
11 per cent of the gross national product; 30 it rose to 15 per cent 

in 1938. 

To recapitulate the four dimensions of the social order of the 
Third Reich: at the ideological level, it was racism, cast in terms of 
blood, biology, and heredity-to be a full citizen of the Third Reich 
one had to prove full Aryan ancestry. On the political side, it was 
totalitarianism, with the Nazi party holding a monopoly of political 
power. Institutionally, the Nazis preserved private and corporate 
property ownership under a controlled managerial system for all 
“acceptable” and “reliable” citizens. Economically, the Nazis stimu¬ 
lated and encouraged capitalist big business with a view toward 
building up the industrial war potential. 
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The Destruction of Jewish Life and Property 

From the Darwinians the Nazi racist theoreticians drew the con¬ 
clusion that human fate and the political life of a nation are par¬ 
tially rooted in its biological stock. Given this hypothesis, the 
racist-scientists of the Third Reich inferred that certain European 
ethnic groups were inferior to the Germanic nations and that they 
either had no right to exist at all or must be reduced to a service 
caste. The Nazi ideologists, in fact, viewed their “New Europe” as 
a garden from which all weeds had to be eliminated. 40 The weeds 
consisted of all “asocial” ethnic groups or individuals who were 
classified as “useless” or “inferior” and could therefore not possibly 
acquire an “acceptable” status in the new biological hierarchy of 
the Nazi state. For this reason, the Nazis had no compunction about 
using euthanasia or sterilization, about transplanting populations, 
and in some cases about “Germanizing” (by fiat) portions of non- 
Germanic groups; “useless” elements were doomed. The Jews were 
regarded as vermin, subhumans, a bacillus to be exterminated from 
the body politic of European nations. The Nazis' treatment of the 
Jews was unique and differed from their treatment of the Poles and 
Russians, for instance, in the following respects: 41 the Third Reich 
aimed at total extermination of all Jews, but only portions of in¬ 
ferior Aryan nationalities were to die; the “Final Solution” for the 
Jews was to take place during the war, while the fate of Slavs and 
other inferiors was to be postponed until after the Nazi victory; the 
Nazi campaign against the Jews had priority over the campaigns 
against all other racial or national groups; the elimination of the 
Jews justified the use of any and all available means. 

The destruction of European Jewry started immediately with 
Hitler’s rise to power in 1933. 42 Before the beginning of World ■ 
War II in 1939, this process took the form of disfranchisement, 
stigmatization, forced emigration, and outright plunder of Jewish 
property. Since for more than a decade the ideologists of the Nazi 
party had blamed the Jews for “stabbing the fighting effort in the 
back” during World War I, for the misery of the middle classes 
during the hyperinflation of the early 1920s, for the onerous repara¬ 
tions burden, and for the Communist threat, it was only to be ex¬ 
pected that when they came to power the Nazis had to make good 
some of their early promises to retaliate for these “wrongs.” 13 
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. „ nf the Tews started on April 1, 1933, when Julius 
Persecute J b ott 0 £ Jewish shops, businesses, and 

s t r eicher organize ^ , ater> the Nazis promulgated the Law 
professional peop . Service, which contained an Aryan 

£0T ataJh^Thb laVmade mandatory the pensioning-off of all civil 

P ^ts P of non-Aryan descent. The Aryan paragraph was soon ex¬ 
servants of n ° y public-health physicians, artists, writ- 

tended to me u high-school students. It was followed by the 

eis, university a Revocation of Naturalization and the Annul- 

Law Concerning . . ,, 1033 Then in 1935 came 

ment of German Nationality, on July 14, 1933. 1 nen in 

the Reich Citizenship Law and the Law for the Protection of Ge 

man Blood and Honor, the so-called Nuremberg race laws, whic 

made sexual intercourse between Aryans and non-Aryans a cnmn 

offense." All of these laws were discriminatory in nature, but ey 

... r „ f rom the physical depredations which started in 
were still a tar cry trom me puy r , . 1Q41 t 

u poll nf and the mass destruction initial 

Ss^ll eS doctors lost their licenses and those Jewish la = 
, rill nTacticinK chiefly patent attorneys, were disbarred. Most trades 

"Closed to Jews. Passports held by Jews were 

with a “J." Also in 1938, the Nazis passed a regulauonthat y 

German Jew must add either Israel or Sara to h * or^MJJj • 

By the summer of 1939, German Jews were no longer “ 

take part in German cultural events or to appear a gi 

cenain public place. They were Jew , 

out the necessary certificate of Ary P inferiority 

within a few years, was relegated to a position of *>cml into 

cut off from the normal channels of politica , in Germanyi 

economic life. Consigned to outcast status, many Jew ^ 

but many others had insufficient funds to pay their passage. Above 

all, no country really wanted to receive them." ; d 

To someone who has never been really hungry for a g P 
of time and who does not know what torture is, t e 1 
tion does not convey very much; it is just a word a situauon^ 
avoid. In the same vein, the preceding paragraph ™ ent ° ® 

lation which for many readers will seem to deal wit in 

disfranchisement, stigmatization, and spoliation m _ ’ 

the mass. Though the literature on the Third Reic is ’ 

there is a way to get a sense of the enfolding tragedy in term 
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individual life, and that is for the reader to consult some of the 
numerous memorial volumes on the fate of the Jews in various 
German cities. 49 

The Nazi Genocide 

To elaborate further the roots of anti-Semitism, for centuries 
European Jewry had been subject to many forms of canonical dis¬ 
crimination, social alienation, and sporadic but savage pogroms. 
The expulsion of Jews from Spain was legalized in 1483, for in¬ 
stance, and the forced emigration of 300,000 Jews from Spain in 
1492, with only nine days to get out, taking virtually nothing along, 
was an attempt to eliminate the Jews from all areas of Spanish life. 50 
Although autos da fe were not unusual, this government-inspired 
eviction was not accompanied by organized and state-financed mass 
killing of Jews. In addition to its religious background, Spanish 
anti-Semitism probably received impetus from the envy on the part 
of the Spanish nobility and the emerging-middle class, who wanted 
the place and position earned by the Jews. Thus, the Inquisition 
became a vehicle, a means to an end, for the elimination of Jewish 
influence in response to popular sentiment. 

By contrast, in Gzarist Russia, the government-inspired pogroms 
primarily served to intimidate the Jew, as an alien, unreliable 
element residing in the Slavic community, and thus to mobilize 
Russian nationalism. Yet in spite of the discrimination, alienation, 
and infliction of periodic damage to Jewish life and property, it is 
clear that the Russians never dreamt of any Nazi-style “Final Solu¬ 
tion” for their Jews. 

The wholesale extermination of people on racial grounds alone 
was a German invention of this century. It was unprecedented in 
scope and magnitude. 

The Nazi ideology represented, in reality, a bundle of resentments 
stemming from antiliberalism, antiparliamentarianism, antisocialism, 
anti-Marxism, anticlericalism, and a large dose of chauvinism. Added 
to this was the decades-long Volkish indoctrination into anti-Semitic 
feeling and the existence of canonical legislation concerning the 
Jews. All of this encouraged intense hatred of the ' parasitic Jew. 
The notion that a Jew, by definition, must be a Jewish parasite 
was very pervasive. 61 
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The destruction o£ European Jewry by the Third Reich, in the 
final analysis, can be traced to two basic elements: the existence of 
Snpant anti-Semitism and the establishment of a totaUtanan po- 
litical structure in 1933." Without a one-party political regime, it 
would have been impossible to carry out the mass slaughter, financed 
by tax money, of innocent people for reasons of race and religion. 

By the same token, and this is of utmost importance without the 
presence of a latent but virulent anti-Semitism, the Nazi dictator¬ 
ship could hardly have proceeded against the Jews.' 

The history of the “Final Solution” has already been partially 
recorded" Out of the detailed chronicles emerges the frightful 
human and material toll of the Nazi blood bath. The systematized 
murder perpetrated by the Third Reich exterminated twelve mil- 
Uon men women, and children, of whom seven million were non- 

Tews and five million were Jews. 65 , , 

J The Germans as a whole, not just the Nazis, profited immensely 

from the criminal activity of their Nazi government. Between 1933 

and 1945, looted Jewish property, in terms of P™" ^ ““ 
to $12 billion, according to one authority," and to $32 billion (19 
prices), according to another." These sums do not include the value 
of the stolen personal property of deportees, the various ranso 
payments, special Jewish taxes, the purely monetary “ i n 
in the killing of millions of breadwinners, and accumulated mteres. 
The monetary value of the material losses suffered y u * op ^* 
Jewry, in terms of prewar prices, estimated by the Jewish Agency 
in 1945, was $8 billion," while in 1966 Chancellor Konrad A 
nauer used a $6 billion figure." But it is impossible to calculate 

such material losses precisely. 

Having branded all Jews subhumans with no right to Uve, 
Nazis then turned their industrial machinery and manager la no 
how to the task of exterminating them. This gigantic operatio , 
designed to destroy a national, ethnic, racial, or religious group, 
whatever reason, was recognized, when the time for pums m 
arrived after the war, as a new phenomenon needing its own1 
"genocide.” Genocide is, of course, a form of war, a form ot intra¬ 
state war, but genocide differs from war in that the intent 
physical destruction, not just the defeat, of an entire group, howeve 
defined “The victim was born into it; once placed in an un esu 
able category, he could not escape” But genocide is, of course, not a 
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new phenomenon. From the dawn of history men have been at war 
with each other. The victors have slaughtered whole populations 
of losers and destroyed or carried off the possessions of the van¬ 
quished captives. These have been the time-honored rights of the 
winner in an interstate conflict. 

In the twentieth century, however, purposeful mass murder has 
taken the form of intrastate war, aimed at physical destruction of 
the adversary, while in interstate war the objective now is the de¬ 
feat, not the extermination, of the adversary. Massacre is something 
else again. Although it signifies indiscriminate killing of human 
beings in barbarous warfare or in cases of persecution, it does not 
imply systematic and purposeful extermination. The two major 
cases of genocide in this century are the Nazi extermination of the 
Jews and the Stalinist elimination of Soviet “socially unacceptable" 
elements. The government of the Third Reich used sophisticated 
and technologically advanced methods for the mass killings, using 
the techniques of modern organization. The factories of human 
death with heir gas chambers and incinerators were located at a 
safe distance from urban centers. In them, men in charge “pro¬ 
duced" and “managed" death in just about the same way that others 
manufactured articles for daily use. 

In Stalin’s Soviet Union of the 1930s, 1940s, and early 1950s, indi¬ 
viduals and entire ethnic groups, found unacceptable to the regime, 
for whatever reason, or simply singled out, were either shot or sent 
to Siberia for “reeducation,” as it was euphemistically called in the 
U.S.S.R. The Stalinist-type reeducation was by no means identical 
with Hitler’s Final Solution. The remnants of the Russian nobility, 
officer corps, merchants, and kulaks, and, after May 1934, most of the 
non-Russian Communists, were not gassed by Zyklon B, but were 
sent for reeducation to the Siberian tundra. Thousands of the par¬ 
ticularly dangerous were sentenced by "flying troikas” and executed 
the next morning. However, if one could survive the rigors of 
Siberian work camps indefinitely, one might die on a camp’s bunk 
and not in the gas chamber. The destruction of Stalin’s opponents 
was neither total nor rapid, but it exacted an enormous toll in 
human life; estimates run from fifteen to twenty million people.* 1 
As another example of mass murder, Stalin's reeducation program 
must also be considered as a form of intrastate war. Thus, genocide, 
a form of intrastate war, in which the bureaucracy and the armed 
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forces have purposefully and systematically destroyed millions of 
human beings, is probably the salient feature of the twentieth cen- 
wrv The definition of the legal term "genocide” is well known but 
ts implications and impact are not yet fully understood and have 
not been studied systematically. To understand why the Bonn gov¬ 
ernment made collective payments to Israel and paid in ivi ual 
compensation to former victims of Nazi persecution, it is necessary 
I be ii eve to turn attention to the study of what I call socw-teratol- 
og,, the study of genocide in a totalitarian, industrialized state. 

"Teratology” stems from the Greek word for monster, teras. In 
biology, teratology is the science or study of monstrosities or ab¬ 
normal formations in plant or animal life, and was probably first 
named by the French surgeon Ambroise Par£ in the sixteen cen¬ 
tury.” It has been used in other connections, such as in literary 
' studies of monstrosities-Frankenstein or Jekyll and Hyde, for ex¬ 
ample. The combined word, socio-teratology, then, I suggest for use 
in dealing with the manifestations of such social monstrosities as the 
Nazi "Final Solution” or Stalinist-type "purges,” as referring to t e 
production of death in industrial, totalitarian societies. In this con¬ 
nection the small Center for Research in Collective Psychopathology 
at the University of Sussex, United Kingdom, is encouraging.” 

Since the Soviet as well as the Nazi totalitarian regime has prac¬ 
ticed industrialized genocide, Stalin’s holocaust deserves as much 
attention as Hitler’s holocaust. Both were crimes of incredible im¬ 
mensity, atrocities without parallel. Yet, Stalin's holocaust continues 
to be veiled by big-lie explanations, justifications, and rationaliza¬ 
tions as to why it was necessary to remove so many million asocia 

elements. , . 

In conventional terms, “warfare” refers to interstate war, and is 

defined as “a violent contact of distinct but similar entities. 04 T e 

violent contact represents a legal condition that is characterized ry 

the use of force. More simply, war represents “violence organize 

on a national basis.” eB 

Violent conflicts between organisms of the same species proba y 
began with the emergence of organic nature. Animal warfare has 
been interpreted in the past as a consequence of psychic elements 
of at least one of the fighting animals, urging it “(a) to obtain too > 
(b) to satisfy sex, (c) to secure a home territory, (d) to be active, ( e ) 
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to preserve its own body and life, (£) to preserve the society of which 
it is a member, (g) to dominate over others, (h) to free itself from 
control.” 06 One or several of these urges may be the cause of a 
particular conflict. ‘ 

A recent work on animal warfare, by the zoologist-physician Kon¬ 
rad Lorenz, 97 suggests that animals fight primarily to defend their 
territory. As an instance, he demonstrates that fish are far more 
aggressive toward their own species than toward any other, especially 
in their own territory. All vertebrates, including man, fight their 
own species on their own territory. Birds mark territory acoustically, 
mammals by depositing urine and feces, and the readiness to fight 
is greatest in the most familiar place. Hence, according to Lorenz, 
the instinct of aggression is common to man and animals, and mani¬ 
fests itself in so-called intra-specific aggression where members of 
one species fight each other. The behavior of all vertebrates shows 
that aggression has deep roots in nature. 68 

It is next to impossible to say whether political, economic, reli¬ 
gious, or other considerations represent the casus belli in a particular 
war, but history to some extent does repeat itself. From 3000 b.c. 
to the present century, interstate war was considered “a stable social 
institution, and for mankind as a whole a tolerable one.” 00 

Before the advent of the Nuclear Age, during one thousand years 
of their history, the French were at war close to 80 per cent of the 
time; and of approximately nine centuries of English history, 72 per 
cent were war years. 70 The average percentage of time at war for the 
eleven principal European powers—France, Austria, Great Britain, 
Russia, Prussia, Spain, Netherlands, Sweden, Denmark, Turkey, and 
Poland—from 1100 to 1900, may be shown in a table: 71 


Century 

Average time at war 
( percentage ) 

12th 

45.0 

13th 

42.0 

14th 

53.5 

15th 

64.0 

16th 

63.5 

17th 

60.0 

18th 

36.0 

19th 

29.5 
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Thus for eight centuries of European experience, the element of 
continuity can be observed alongside the element of contingency. 
Of twenty-six previous civilizations identified by Toynbee, war has 
been the downfall of all. Since the dropping of the A-bomb at Hiro¬ 
shima, however, war has ceased to be a viable means of settling inter¬ 
state disputes, and all-out war may have become a thing of the past, 72 
leaving only “limited wars,” like the ones in Korea and Vietnam. 
Nuclear weapons seem to offer mankind a simple choice: permanent 
peace or universal suicide. 73 The technological changes produced 
by the scientific revolution have increased the destructive power so 
much that today, for instance, the Soviet Union and the United 
States “have the power to do unacceptable damage to each other, 
and each from points well within its own boundaries. ' 4 Thus, in 
the second half of the twentieth century, a nuclear interstate war has 
become an inappropriate social institution. A thermonuclear war 
will surely turn the globe into a vast ruin, reduce mankind to bar¬ 
barism, and result in genetic degeneracy. 75 Such a catastrophe must 
be avoided. But can mankind also prevent a repetition of Hitler’s 

and Stalin’s industrial genocide? 


Reparations in Perspective: 

The Victor-Vanquished Relationship 

in Interstate Wars 


Historically, the vanquished have always been at the victor’s mercy. 
From the dawn ofhistory, the winner has carried off the possessions 
of the vanquished, gutted buildings, burned harvests, destroyed 
cities, razed walls, slaughtered captives or led them into slavery. 
Such behavior was a time-honored right of the victor, who took what 
he wanted both during the fighting and after the end of the war. It 
was not until the late eighteenth century that Rousseau proclaimed 
“a state wages war only against the other state and not against its 
population and that, accordingly, hostilities may only be directed 
against fighting forces and organs of the state, and cannot affect the 
life and property of private persons.” 1 All European countries soon 
subscribed to Rousseau’s principle that a state “was not allowed to 
confiscate or to destroy, without reason, private enemy property 
either on the proper territory of the belligerent state or on the 
battlefield. 2 In 1907, at the Second Hague Conference, all major 
European land powers agreed upon the inviolability of private 
pioperty during a state of belligerency. 3 Thus, Rousseau’s doctrine 
of private property was made a binding part of international law. 

The practice of levying tribute upon the defeated is as old as 
organized political life. From the Stone Age on, martial, pastoral, 
seminomadic, and maritime peoples have exacted tribute from those 
more settled and less bellicose. 4 
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Rome, for instance, levied upon the conquered Italic peoples the 
so-called stipendium, originally to cover the military expenses in¬ 
curred in the conquest. With the growth of the Roman Empire, 
however, the stipendium was collected regularly in all t e new 
provinces; it thus became a tribute. Originally, the Latin term 
tributum referred to a head tax on Roman citizens-a tax levied at 
times of special need, as in war-but with the reign of Augustus it 
was levied regularly upon all non-Roman subjects.’ With the emer¬ 
gence of national states in the fifteenth and sixteenth centuries, the 
feudal and medieval practice of pillaging the vanquished was partly 
abandoned and tributes in kind were replaced by monetary indem¬ 
nities. These national states, governed by absolute rulers, were ex¬ 
panding their colonial empires overseas and trying to consolidate 
the domestic economy in an attempt to become self-sufficient* 

This quest for economic self-sufficiency resulted in the po icy 
known as mercantilism. The mercantilist ideal implied that a strong 
national state must be able to produce the basic necessities of hfe 
as well as manufactured goods; in addition, it must have the ability 
to maintain and equip a large army, navy, and merchant marine. 
Foreign trade was looked upon as a way of importing goods and 
raw materials that could not be produced at home. Precious metals 
were indispensable for monetary purposes and for settling adverse 
trade balances. 7 The accumulation of gold and silver, per se, was a 
way to, not the goal of, the mercantilist economy. More gold in a 
country meant higher prices, which stimulated domestic activity; 
but, above all, a large “war chest" in the national treasury assured 
essential supplies in the event of war. During the mercantilist era, 
war was regarded as virtually the normal state of international 
affairs. In the fifteenth, sixteenth, and seventeenth centuries, periods 
of peace lasted less than forty years in each century. In so bellicose a 
world, each nation wanted to be independent economically and as 

strong as possible militarily. 

With the professionalization of European armies in the seven¬ 
teenth century, the more gold, an absolute ruler had, the more 
soldiers he could array to fight, The strength of the national state 
in the final analysis, rested upon its mercenary army and navy. Gold 

was the very sinew of war. 

Mercantilist wars were usually settled by the transfer of territoty r 
mostly overseas, and by monetary indemnities. Since national trea 
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uries had paid for the war, the victors reclaimed some or most of the 
costs of war by imposing a military indemnity on the vanquished 
state.* The feudal practice of pillage, looting, and taking booty was 

abandoned in theory, and private property rights were given increas- 
ing protection and recognition. 

The legal concept of indemnity is usually associated with com¬ 
pensation for damages suffered in a context of justice being exer¬ 
cised. But military indemnity had to do with payments arbitrarily 
levied by the victor and exacted from the vanquished. Such exac¬ 
tions, based solely on military defeat, had nothing to do with justice. 
In these terms, indemnity became the victor’s way of recovering the 
costs of a successful military operation. The Peace of Westphalia of 
1648, which ended the Thirty Years' War, introduced monetary 
indemnities . 0 Cromwell exacted one million guilders from the Dutch 
in the Treaty of Westminster of 1654. The major confrontation of 
the leading powers in the eighteenth century ended with the Peace 
of Paris, signed in 1763. Called the first world-wide conflict, the war 
saw France, England, and Spain, and their allies, engaged in settling 
- colonial accounts. According to the terms of the treaty, France lost 
Canada and gave up her claims to all territory east of the Mississippi, 
together with the right of navigation on the Mississippi River. 
Louisiana, the Philippines, and Cuba were returned to Spain; Eng¬ 
land received Florida from Spain . 10 Once the French threat was re¬ 
moved from the North American continent, Great Britain became 
its undisputed master. She now imposed tax levies upon the colonials 
as their just share of expenses for the defense of the American 
colonies. The government in London felt that the mother country 
was entitled to recoup some of the war costs of protecting the 
colonies, costs that had been borne chiefly by the taxpayers in the 
British Isles up to 1763. Thus, Roman-type tributes remained part 
and parcel of the eight teen th-cefitury mercantilist creed. At the risk 
of oversimplification, it may be said that these impositions led 
through bitter controversies to the outbreak of the American Revo¬ 
lutionary War in 1775. 

The first two decades of the nineteenth century were stormy. 
Napoleon was the scourge of Europe and his armies roamed all over 
the Continent. Tottering kingdoms and dukedoms paid what the 
Corsican demanded as submission money. Such exactions were par¬ 
ticularly high from wealthy commercial cities. From defeated ad- 
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versaries the French Emperor collected indemnities, mostly in gold. 

Aiter the defeat of Napoleon, no major wars of long duration took 
place on the Continent until the outbreak of World War I. The 
Crimean WaT (1854-1856) and the Franco-Prussian War (1871) were 
brief interruptions in an otherwise peaceful era. It was a century of 
relative peace, based essentially on a doctrine of balance of power 
Balance of power was not a balance at all, but rather a Continental 
balance with Great Britain serving as the balancer. In diplomatic 
confrontations she always threw her support behind the weaker 
party. It was a delicate, constantly shifting arrangement of alliances, 
but it somehow worked. Once a balance was established, however, 
there was war, as in 1914 when Germany felt that its strength in 
conjunction with the Austro-Hungarian Empire was roughly equal 
in military potential to that of the Entente. In 1939, under Hitler, 
Germany was again tempted to overrun the weak Eastern European 
countries, thus destroying the prevailing Eurasian power balance and 

launching World War II. 

Economics of Cash Reparations 

The most striking example of cash reparations in the nineteenth 
century resulted from the Franco-Prussian War, which ended in the 
defeat of the French. The Treaty of Frankfurt, signed on May 1U, 
1871, imposed upon her an indemnity of 5 billion francs, cession o 
territory, and German occupation of certain parts of France unti 
the obligation was paid. 11 It was to be paid within five years in gold, 

silver, and bills of exchange. 

Although the sequestration of Alsace and Lorraine was most 
humiliating to France, and Bismarck’s demand for an indemnity o 
5 billion francs appeared astronomical at the time, in other respects 
the Germans treated theiT defeated adversary with respect. The peace 
treaty, for instance, was not a document of capitulation, but a. con 
vention between two powers, “which indicated only a negotiate 
settlement between two equals.” 12 It left the French colonial empire 
intact and placed no limitations upon the size of the French arme 
forces. For the two belligerents, private and corporate property a 
remained inviolable throughout the conflict and the peace treaty 
was most careful not to alter this situation. 13 In fact, the large in 
demnity aside, France remained one of the Great Powers. 
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The ability of a defeated country, the debtor, to discharge an 
obligation m an external cuirency or gold depends upon two distinct 
factors: first, its ability to raise the necessary sums in domestic cur¬ 
rency, through taxes, levies, or domestic loans; and second, its ability 

to convert the monies raised in domestic currencies to specified 
foreign currency or gold. 14 

The debtor can effect real conversion, or transfer, of domestic 
funds into the creditor’s (victor’s) currency only if the paying coun- 

try can generate export surplus and the creditor country permits a 
corresponding import surplus. 

The lightning speed with which the French discharged the 5 
billion franc war indemnity made them unique in the history of 
indemnity payments. The case became the classic textbook example 
of successful unilateral transfers. Humiliated by the defeat and 
aroused by the peace terms, the French government mobilized the 
country’s efforts. It raised the necessary sums in two large loans and 
by the end of 1873 the entire indemnity was paid in full. 16 During 
the two-year period, to meet its obligation, Paris turned over to Ber¬ 
lin gold, stocks, bonds, and German banknotes and bills of ex¬ 
change. 16 

The successful transfer of cash reparations can be accomplished 
only if the receiving country expands its effective demand for all 
types of goods and services, roughly according to the amount of 
reparations owed. 

The mechanism according to which large foreign payments of a 
noncommercial kind could be discharged was developed by the 
classical economists. Under the gold standard, the payment of a war 
indemnity usually started with an initial gold shipment to the 
creditor country. The reduction of the amount of gold meant a re¬ 
duction in the debtor’s monetary circulation, accompanied by a fall 
of price level. For the receiving country, the influx of gold meant an 
increase of bank reserves and demand deposits, and a rise in the gen¬ 
ial price level. For the debtor country, the falling price level, in 
turn, was likely to increase exports and reduce imports. 17 According 
to this classical theory, the creditor country benefited in two ways 
from an indemnity: by receiving from the debtor country a specific 
sum, and by receiving “all other imports from the debtor country 
at a lower price.” 18 For the debtor country, on the other hand, the 
in demnity payment entailed a loss of foreign exchange on the goods 
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shipped and a further loss on all exports on account of the lower 

prices generated by the outflow of specie. 

In France, a gold standard country, loss of the precious metal in¬ 
evitably brought a deflation. Conversely, the influx of gold into Ger¬ 
many led to a rise of its general price level. Deflationary tendencies 
created a French export surplus and generated a German import 
surplus, “thus transferring capital in the real sense from the debtor 
to the creditor.” 10 For instance, from 1872 to 1875, France had sub¬ 
stantial export surpluses, running, on an average, to 510 million 
francs a year. In four years, theoretically, the French should have 
been able to generate a trade balance equal to less than half the 
entire indemnity, while the other half could be realized by gold and 
currency exports, imports of capital, and the liquidation of invest¬ 
ments abroad. 20 Actually, however, sale of government securities 
abroad and of foreign securities held in France, plus the sacrifice of 
income from foreign investment, yielded 60 per cent of the entire 
indemnity sum, while net commodity exports accounted for only 10 
per cent. 21 Thus, the French discharged their indemnity obligation 
not so much by export surpluses but by liquidation of claims on 
wealth (foreign investments) and by going into debt. The immediate 
effect of cash reparations on the creditor was to enlarge the amount 
of currency, and to raise prices, profits, and the level of employment. 
Under the gold standard, economic expansion of the gold-receiving 
country continued until, ultimately, the unfavorable trade balance 
brought about a loss of specie, a decrease in profits, and a decline in 
employment. 22 In the early 1870s, the indemnity payments were 
responsible for artificial stimulation of the economic life of Ger¬ 
many, while defeated France was going through a deflationary 
period. The massive influx of French payments led to a substantia 
rise in the German price level and was undoubted y the main factor 
for the subsequent near-boom conditions, which in turn were termi 
nated by the so-called "Founder’s Crash of 1873. 28 The aggregat 
business losses of this German economic disaster exceeded the entire 

indemnity received from the French. 


The Treaty of Versailles 

The Armistice of November 1918 imposed upon the German g° v ' 
eminent an indemnity for all damages inflicted upon the civi 
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population in the victorious countries. The Versailles Peace Treafv 
of 1919 which formally ended hostilities was a Dihtatfrieden, based 
on onerous terms, if not impossible conditions. 24 

Versailles required that Germany surrender' her entire navy and 
most of the merchant marine, accept stringent limitations on the 
production of certain strategic goods, have her army reduced to 
100,000 men, and pay "a war indemnity unheard of in the history 
of any country.” « In addition, she was to cede territory with some 
million inhabitants, 40 per cent of her blast furnaces, 30 per cent of 
her steel mills, and 28 per cent of her rolling mills. The proposed 
lijSatiOns bill was so huge that, according to Lloyd George, "no 
civilized nation has ever been forced to shoulder anything com¬ 
parable. 20 As a military power, Germany was to be reduced to the 
level of Greece and, as a naval power, to the level of Argentina. 

At the end of 1917, the Soviet government had announced that it 
would make peace without “contributions and annexations.” Since 
the former meant indemnities, which in the past usually meant vic¬ 
tor’s vengeance and exploitation’-of the vanquished, the peacemak¬ 
ers at Versailles dropped this term and coined a new one: repara¬ 
tions. Regardless of this semantic adjustment, it still meant payments 
by the vanquished. The Allied demands were based essentially on 
the concept of compensation for injury done. During the Armistice 
period, they demanded that Germany make "reparation for the dam¬ 
age done in Allied territory.” 27 What exactly constituted damage 
was left undefined. The German delegates accepted the obligation 
for direct injury to civilians and property; the Armistice rested on 
it. However, this obligation was greatly inflated at the Versailles 
Peace Conference. From the published record of the private con¬ 
versations of Wilson, Lloyd George, Clemenceau, and Orlando, it is 
now known that the four principal peacemakers agreed that repara¬ 
tions for damages to property and persons suffered by the civilian 
populations included pensions as well. 28 Since Germany was made 
morally responsible for all the consequences of the war, Lloyd 
George felt that if the Germans refused to accept this formula, “we 
shall resume our unlimited right to compensation for all damages 
suffered,” 20 Keynes reminded the victors that the inclusion of capi¬ 
talized pensions in the reparations bills was a breach of faith and 
Warned that such exorbitant demands would probably make it im¬ 
possible to collect anything. 30 However, the public-opinion makers. 
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politicians, and generals in France and England wanted to exact 
maximum reparations. For instance, Lloyd George fought the 1918 
general election on the campaign slogan that he would “Make the 
Germans Pay”; he would “search their pockets to the uttermost 
farthing,” 31 The French were primarily concerned with weakening 
Germany as much as they could. They were afraid of the Reich and 
pointed out to the world that in 1870 and again in 1914 the Ger¬ 
mans had penetrated into the heart of France. What Paris was de¬ 
manding now was that Germany be kept in military, economic, and 
financial chains. 

It took the victorious Allies almost two years to decide how much 
Germany owed. On May 1, 1921, the Reparations Commission an¬ 
nounced that this obligation had been set at 132 billion gold marks 
(equivalent to 331,5 billion ). 32 This charge on Germany represented 
Allied claims to compensation for physical destruction of property 
and pensions to soldiers . 83 The final reparations bill was presented 
to the German authorities on May 5, 1921, and it was accepted a 
few days later . 34 Supporters of the so-called “fulfillment policy” in¬ 
sisted on making all possible efforts to meet the payments and to 
show the world Germany’s good faith, " hey hoped that such a policy 
of faithful execution of the treaty obligations would eventually re¬ 
sult in a more favorable public opinion abroad toward Germany 
and would slow y lead to the lowering of the GM 132 billion in¬ 
demnity. 

The Peace Treaty contained a large array of devices for the exac¬ 
tion of payments, among them the threat of occupation of the Ruhr, 
economic reprisals, and a general “first charge” on the assets and 
revenues of the Reich . 36 

There is no question that the reparation demands were excessive, 
but what lamed the will of the Germans to discharge this obligation 
was Paragraph 231 of the Versailles Treaty. Whatever the intention 
behind it, this paragraph was generally interpreted to mean that 
Germany was morally responsible for the war, and therefore had to 
pay for the damages. 

In contrast to Bismarck's peace terms of 1871, in which equals 
settled accounts, the Versailles terms treated German delegates “as 
representatives of a criminal people, which was merely to be sen¬ 
tenced.” 30 Germany was made solely responsible for the war and 
became subject to moral defamation. The noted economist John 
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milch 3 " 1 yn j’ ^ u “ The Economic Consequences of the Peace 
(1919), produced probably a lasting testimonial to how no to ZZ 

economic fmerestf ™ in the best 

f ■ hC V,Ct ° rS beCaUse the Germans would have 

Z t\7 hi u 7 R W - TaUSSig o£ Harvard University felt Z 
the 132 billion indemnity represented “sums quite beyond anything 

enTnt ” e H T n “ “ tion *l transactions on government ac 
?. ’. He als0 recaIled that the indemnity imposed on the French 

w m w 35 "° P recedent for the situation facing the Germans after 
World War I, because the 1871 indemnity had been discharged bv 

France m a very short stretch of time mainly "by utilizing the foreign 
securities then held by her people, constituting potential assets dis¬ 
tributed widely over the world.” * Since Germany held no such 
assets, the only way to discharge its indemnity would be to generate 
^ great and constant favorable trade balance. 

President Wilson strongly admonished the aging Clemenceau dur¬ 
ing the sessions of the Council of Four that . . Germany could 
not make very large payments without a greater place in world 
markets than she had before the war.” 30 “Can this be in our inter¬ 
est? he asked. “Would it not be better to seek to earn this money 
ourselves in the world markets, rather than to encourage Germany 
to wrest them from us?” 10 But common sense, so soon after the 
heady victory, did not have great appeal to the French. As victors 
they wanted to be reimbursed for some of their war costs. They also 
felt that the German funds would be handy for paying the heavy 
war-connected debt owed to the United States. The victors expected 
to collect ’ the indemnity in the form of gold and foreign exchange. 
The French pointedly insisted that now it was the German turn to 
tighten the belt and "make good” in the same fashion as the French 
had settled the 5 billion franc indemnity in 1871. French statesmen 
could not envision how collecting the indemnity would be possible, 

but for the time being they did not care. They wanted the “Boche” 
to pay. 

Again Keynes admonished the world that the Versailles Treaty 
outraged Justice, Mercy, and Wisdom.” 41 He demanded a reduc- 
don of the Allied demands to GM 36 billion, a sum he considered 
to be just enough for the Germans to accept. Keynes also pleaded 
* 0lr the cancellation of all occupation costs and all interest claims. 42 
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However, his pleas, for the most part, fell on deaf ears. Hjalmar 
Schacht, the influential German banker and later Minister of Eco¬ 
nomics under Hitler, called the Versailles Treaty a “model of in¬ 
genious measures for the economic destruction of Germany.” 43 

The Implementation of the Versailles “Cash” Indemnity 

The actual implementation-that is, the various attempts to dis¬ 
charge the GM 132 billion obligation—falls into four distinct peri¬ 
ods. The first and most difficult phase extended from the surrender 
in 1918 to the end of the inflation crisis in 1923. The second stage 
ran from August 16, 1924, to August 31, 1929, during the Dawes 
Plan. The third period extended from September 1, 1929, to the 
Hoover Moratorium of July 1931; these were the years of the Young 
Plan. The Hoover Moratorium called a halt for one year to all 
reparation payments by Germany and all payments on debts owed 
to the United States by France, England, and others, 44 In late sum¬ 
mer of 1932, all German reparations ended. The world economy 

was in the throes of a depression 4fi 

How could Germany have generated the necessary foreign ex¬ 
change to pay off the GM 132 billion obligation? What were the 
possible ways of getting dollars, francs, and pounds sterling? First, 
the Germans, unquestionably, might have obtained foreign exchange 
by exporting their gold holdings. But the vaults of the Reichsbank 
held very little gold, and no substantial sums could be mobilized m 
this way. Second, the liquidation of German foreign investmen 
might have been a source of substantial amounts of foreign ex¬ 
change had not the Allies seized them during the war. Third, ex¬ 
ports of German bonds and currency abroad might have been possr 
ble. Unfortunately, the German credit rating was very low in t ie 
early 1920s and nobody really wanted German bonds. The on y 
asset they could sell for foreign exchange was in the form of Ger¬ 
man paper marks. Fourth, German diplomats presumably coU 
have attempted to convince some rich nation that unless they g° 
foreign aid they would turn Germany over to some supposed threa ‘ 
ening power to use to launch a conquest of the world. A numbe ^ 
nations, of course, used this type of argument successfully a ^ 
World War II, thereby receiving many billions in aid from V 
ington for the purpose of preventing a presumed communist 
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over. But, alas! America was not in the "foreign-aid business” at that 
earlier date. The only way Germany could generate foreign exchange 
was by large-scale exportation of goods. But this was precisely what 
the victors did not want. So it was that Germany's “capacity to pay 
reparations" became a stumbling block. 40 ^ r 

The capacity of an industrial nation to pay an indemnity in the 
form of cash reparations depends upon two interrelated factors: its 
ability to raise funds domestically, whether by taxation or other 
levies, and its having the opportunity to convert these domestic 
funds into foreign currency." For reparations funds, however col¬ 
lected, “can be transferred to other countries only by means of an 
export surplus.” " The gigantic GM 132 billion indemnity could 
ultimately be discharged in goods only. The limit of yearly remit¬ 
tances was governed by the “excess of merchandise exports over 
merchandise imports, 40 while the extent of the indemnity that 

couid be extracted depended upon the availability of exportable 
merchandise. 

As early as 1921, when Western European countries and the 
United States were in the throes of a short but very pronounced re¬ 
cession, Allied demands for German ships, coal, machinery, recon¬ 
struction materials, and chemicals had disturbing effects on the econ¬ 
omies of the victors. For instance, while German shipyards were 
busy day and night building ships for delivery to England, British 
yards were idle. Furthermore, the German-delivered ships increased 
the excess capacity of the already under-utilized British merchant 
fleet. 0 In addition, German coal deliveries to France deprived the 
British coal-mining industry of its market, again with adverse con¬ 
sequences for the British economy. Similarly, the French ■ govern¬ 
ment was forced to recognize that its labor unions and industrial 
firms had no interest in receiving large amounts of German ma¬ 
chinery, consumer goods, or coal because such shipments deprived 
Frenchmen of their jobs and depressed the profit margin of their 
business establishments. 51 France and other victor nations wanted 
cash (gold, dollars, francs, or pounds sterling), and not German- 
made goods. To stem the influx of German goods and to protect 
their own labor and industry, France and Italy began erecting higher 

tariff walls. ~ 

Of course, in the early 1920s Germany might have earned the 
necessary foreign exchange for reparations by engaging in so-called 
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triangular trade and transferring the accrued proceeds to France, 
Britain, and Italy. 52 Such a trade pattern would have involved Ger- 
man exports to the “rest of the world/’ However, “the rest of the 
world” could have meant only the United States. Had this happened, 
the Germans would have flooded the U.S. market and, incidentally, 
destroyed the American chemical industry which had come into 
being only during World War I. They would also have earned sev¬ 
eral hundred million dollars, but at the expense of great injury to 
American firms and serious aggravation of the American unemploy¬ 
ment situation. The crux of the matter was that, although the Ger¬ 
man industrial capacity to pay reparations was large enough, there 
remained the consideration (to cite John Foster Dulles) that “capac¬ 
ity to give is immaterial unless there is a corresponding willingness 
and capacity to receive.” 62 The victors showed no such capacity. 
Only slowly did it dawn upon the Allies that they must ask the ques¬ 
tion: “How much German-made goods are we willing to accept?” 

Before that question was asked, however, the German government 
had to search for gold and foreign exchange, because the first in¬ 
stallment of a billion gold marks was due at the end of May 1921, 
in other words within 25 days after the Allies made known the figure 
of the entire German indemnity. The Reichsbank vaults were 
empty of gold and foreign exchange. But, since the leaders of the 
Weimar Republic were firm in their resolve to honor their pledge 
to pay reparations, the Reichsbank was instructed to buy foreign 
exchange and borrow abroad. Credits were arranged with some 
Dutch banks, on rather onerous terms, and the first billion gold 
marks was finally deposited to the Allied account. 04 Indicative of the 
difficulties that were to follow, this sum was made up of three-month 
treasury bills endorsed by the Dresdener, Deutsche, Discon tgesell- 
schaft, Darmstadter, and National banks. 55 The loan from the Dutch 
banks amounted to almost 300 million marks. 

But all this was just the beginning. The London Reparations 
Agreement specified a yearly payment of two billion marks, plus 26 
per cent of Germany’s yearly exports. 60 With difficulty the German 
government made one more cash payment—only partial—in the 
amount of GM 500 million in November 1921. The inability to 
raise the necessary foreign exchange as installments fell due led, on 
December 14, 1921, to a request for a moratorium. From 1922 on, 


31 


Reparations in Perspective 

Germany was allowed to pay reparations in kind by making de- 
liveries of coal, chemicals, and other products. 6 

An important question that has often perplexed the student of 
the period is: Was the reparations amount of GM 132 billion di 
rectly responsible for the hyperinflation and collapse of the German 
currency in 1923? The answer to this question is probably no In¬ 
directly, however, the enormous Allied-imposed obligation un¬ 
doubtedly created negative psychological influences which ultimately 
undermined internal confidence in the future of Germany. These 
influences helped to give rise to a “flight from the mark,” as people 
tried to convert funds to a ready supply of foreign exchange. Of 
course, the danger of revolutionary leftist or rightist movements plus 
the desire to avoid heavy taxation were additional factors which 
aggravated the flight from the mark.” The actual cash payments 
amounted to about GM 1.5 billion by 1921. It is not likely that these 
payments, by themselves, could have brought about the ruin of the 
German mark. However, it can be noted that November 1921, fol¬ 
lowing the partial payment of the second installment, marked the 
point when the continuous rise in the dollar rate spread panic 
among the Germans and led to the quickening, widespread attack 
on the mark. 57 Earlier, it must be recalled, strong inflationary pres¬ 
sures had become evident with the termination of hostilities in 
1918. In particular, the prices of imported goods rose much more 
rapidly than domestic prices, and the mark depreciated in terms of 
the dollar. Germany became a “cheap country” as Americans and 
foieigners eagerly bought up large amounts of paper marks in the 
hope of making windfall gains when the inflationary pressures 
should subside. In fact, some writers felt that there was at the time 
an insatiable foreign demand for paper currency.” 03 According to 
this account, the Germans sold close to 8 billion in paper marks for 
hard currency. Exports of the paper marks became a foreign ex¬ 
change earner and helped to pay for imports. However, foreign 
exchange obtained in this way did not necessarily accrue to the gov¬ 
ernment, since most of it was acquired by individuals and corpora¬ 
tions. For this reason, the government itself sold paper marks abroad 
to obtain foreign exchange. 50 In spite of these developments, the 
dollar rate of the mark throughput 1920 remained relatively stable 
an d reached over 60 marks for the dollar on June 1, 1921. The real 
attack on the mark had begun in September 1921 partly because of 
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the reparations bill and partly on account of the division of Upper 
Silesia between Germany and Poland, which was heralded in the 
German press as a threat of economic ruin. Thus, even before 1921, 
exports of paper marks were reflected in falling quotations for the 
mark. As the dollar became more expensive, import prices rose 
sharply. This, in turn, was reflected in higher export prices and a 
rise in the domestic price level. 

In addition to these developments, purely domestic considerations 
also generated forces that undermined the value of the currency. 
The government of the Weimar Republic had to support millions 
of people living dose to subsistence level because of physical in¬ 
ability to make a living. Orphans, war widows, mutilated civilians, 
crippled war veterans, all had to be supported from the public purse. 
The government also paid for public-works programs to enable 
people to eke out an existence. In view of the weak financial struc¬ 
ture of the newly established Weimar Republic, budget deficits 
became the rule, and these were met by continued issues of paper 
money. Keynes calculated, for instance, that by taxing 43 per cent 
of the prevailing per capita income it might have been possible to 
obtain enough marks for reparations and probably to avoid budget 
deficits as well. But, he predicted, any government “which makes 
serious attempts to cover its liabilities will fall from power. 
Keynes reasoned that since such a rate of taxation for political lea- 
sons was virtually impossible, public deficits and note-printing weie 
bound to follow hand in hand. 

From 1922 on, Germany paid reparations in kind. These de¬ 
liveries became mandatory by decision of the Reparations Commis¬ 
sion, which fixed such terms as prices, quantities, and delivery dates. 
Reparations in kind did not require any foreign exchange because 
the German producers were paid in paper marks out of the budget. 
This form of reparations bypassed the so-called transfer problem of 
converting paper marks into foreign exchange. However, the fixin D 
of delivery prices was a source of friction between the Reparations 
Commission and the German government. Since these deliveries 
were started in considerable quantities prior to the establishment o 
any adequate system of accounts and supervision, bitter disputes 
were inevitable. For example, the Allies by 1922 had supposed^ 
credited the German government with only slightly more than 2 
per cent of all the deliveries it had made . 01 The question of setting 
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prices for deliveries in kind led to protracted negotiations. Should 
these prices be fixed in gold. German paper marks, or the currency 
of the receiving country? It was finally decided to fix prices in the 
currency of a third country and to have the payor and payee assume 
the risk of fluctuations in the exchange rate. The exchange rate pre¬ 
vailing on the day when the Reparations Commission accepted the 
German delivery would be used for accounting purposes . 82 

Deliveries in kind, however, were a mixed blessing for both par¬ 
ties. It is true that such payments did not call for foreign exchange, 
and the Reichsbank was under no pressure to sell paper marks 
abroad. If the German budget had been balanced and the payments 
for these deliveries been made out of tax receipts, they would not 
have been a contributory factor of an open inflation. But instead of 
budget surpluses, the governments of the Weimar Republic in the 
early 1920s were operating with chronic budget deficits. Insufficient 
tax receipts were made up by letting the banknote printing presses 
run. To pay German suppliers of reparations commodities, the gov¬ 
ernment needed more revenue. Thus, the larger the mandatory 
deliveries, the greater the deficits, and the more notes were issued. 
In this fashion, reparations in kind contributed to the already rapid 
depreciation of the mark. 

# In 1922, the German government paid hardly any cash repara¬ 
tions—primarily deliveries in kind—but the depreciation of the paper 
mark accelerated; and in the fall hyperinflation set in . 63 A new wave 
of pessimism about Germany's future seized the nation and a re¬ 
newed attack on the paper mark got under way. Nearly every Ger¬ 
man was buying and hoarding foreign bills of exchange and cur¬ 
rency as a protection against the evaporation of the domestic mark . 04 

Industrialists were the biggest hoarders of gold and foreign cur¬ 
rency . 08 

Given the reparation-induced depreciation of the mark, German 
industrial and commercial interests learned how to turn the con¬ 
tinued decline ol: the paper mark into a profitable proposition. 
Businessmen obtained credits from the Reichsbank by discounting 
commercial paper. The loan’s proceeds were invested in foreign ex¬ 
change, inventories, or plant and equipment, and the debt was 
repaid at maturity with handsome profits in paper marks. The 
Reichsbank's policy of easy credit was duplicated by all commercial 
banks and became general practice . 06 Heavy industry was partial- 
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larly adroit at exploiting inflationary credits for building bigger 
firms and industrial empires. Concentration in German industry 
proceeded at a rapid pace during these years. 07 

From January 1919 to January 1921, the average dollar price de¬ 
clined from 8.9 to 64.9 paper marks. 08 After the payment of one 
billion gold marks of reparations in the summer of 1921, the paper 
mark probably lost its function as a "store of value." The business 
community and the populace in general came to believe that price 
increases were to continue indefinitely. By July 1922, more than 
400 paper marks were being paid for one dollar; in September the 
price jumped to 1,500 marks and in November had tripled to 4,550 
marks. 60 In the late fall of 1922, the paper mark ceased to be a "unit 
of account" in terms of the usual function of money in an economy. 
From then on, contracts were made either in dollars or in other 
commodities. The paper mark, however, was still used as "a medium 
of exchange.” As long as feverish business activity continued, the 
paper mark was accepted, but it was quickly disposed of or con¬ 
verted. While numerous industrial empires were being built in the 
vortex of inflation, the Paris government believed that the govern¬ 
ment of the Weimar Republic was deliberately evading its repara¬ 
tions obligations. In 1922, Germany had paid only GM 450 million 
out of the assessed GM 720 million; France and Belgium also felt 
that the German government was deliberately slackening in the de¬ 
livery of reparations in kind. They therefore decided to occupy the 
Ruhr Valley, the industrial heart of Germany. 70 French and Belgian 
troops marched into the Ruhr in January 1923,' 1 to exact by force 
what was their "proper due.” The occupation of the Ruhr struck 
the last blow at the paper mark; it broke the camel’s back, so to 
speak. 

Germany’s response to this action was the suspension of all de¬ 
liveries in kind to France and Belgium. The government also pro¬ 
hibited the taking of orders from the occupation authorities by any 
German official. It also financed the "passive resistance” of the popu¬ 
lation, including business firms. This subsidy swelled the public 
deficit enormously and ultimately led to the complete collapse of the 
paper mark. Before the occupation of the Ruhr, during November 
1922, "only” 9,000 paper marks were needed to buy one dollar. With 
the occupation of the Ruhr, however, the price jumped to almost 
18,000 to the dollar; in July 1923 it rose to 353,000; a month later 
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to 4.6 million; m October it reached 23 billion. By November 1923 

at the eig of hyperinflation, the price of the dollar had soared 
to the astronomical figure of 4.2 trillion marks. 73 

Three hundred P a P er mills supplied paper to one hundred and 
fifty prmtenes with 2,000 presses and, working around the clock 
they printed currency, but even this herculean effort could noi 
satisfy the insatiable demand for notes. The demand rose so fast that 
the issuing authorities were physically unable to keep up with it. 
Overprinting old notes with higher denominations was one way to 
help matters; another method saw cities, provinces, and even busi 
ness corporations issuing their own note currency. All this made it 
patently obvious that the German hyperinflation was marked by 
an acute shortage of currency relative to the demand for it. 78 

German authors, as a rule, have placed the blame on the repara¬ 
tions burden as a primary cause of the hyperinflation, while Allied 
experts have felt that the chronic budget deficits, by swelling the 
money supply, eventually brought about the eclipse of the mark. 
Again the question arises: What was the real cause of the inflation? 
Was it the work of the government of the Weimar Republic, of the 
big industrialists, of the underground General Staff? 74 By pleading 

government could assert that 
it was unable to pay reparations, even while the industrialists were 
building greater empires than ever. Was the cause of inflation the 
exchange depreciation or the chronic public deficits? Probably all 
these forces were at work and, at some stage, one or another pre¬ 
dominated. In 1921, exchange depreciation was the major force be¬ 
hind inflation; after the occupation of the Ruhr, the public deficits 
ecame the more important factor. Then, too, the prevailing pes- 
simistic mood of the German people was an important part of the 
total picture. However, the answer to the question of what sustained 

the inflationary process is a key, a missing link, in the explanation 
of the phenomenon. 

Joan Robinson, the noted British economist, believed that con¬ 
tinuous rise in money wages" provides the explanation of the 
. }P er tnflation, and she insisted that "whatever starts a violent rise 
In mone y wa ges starts inflation.” 76 According to the argument, the 
a pid depreciation of the mark in 1921 raised import prices, which, 
tu^n, poshed domestic prices up as well. The higher cost of living 

to the demand for higher wages. Unemployment was low, profits 
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were rising, and wage demands were met. Rising wages increased 
money incomes and costs of production. Every round of wage in¬ 
creases “precipitated a further fall in the exchange rate, and each 
fall in the exchange rate called forth a further rise in wages." 70 As 
long as the expectation of rising prices continued, it stimulated in¬ 
vestment in plant and equipment. However, the stimulating element 
of inflation on economic activity began to lose its force. Everybody 
wanted to buy and nobody wanted to sell. Goods were much more 
valuable than paper marks. Shopkeepers did not know whether they 
would be able to replenish goods they sold, regardless of the price 
at which they were sold. Firms were not anxious to sell to domestic 
buyers, so they hoarded most of their output. Manufacturers were 
allowed to acquire foreign exchange to import raw materials. They 
kept their plants going, but output went into inventories. Merchants 
treated buyers almost like enemies, because they deprived them of 
goods that could not be replaced. “Buying, like kissing, went by 
favor." 77 In the summer of 1923, the monetary economy had virtu¬ 
ally broken down. Barter was practiced in many areas of economic 
life and division of labor became well-nigh impossible. In August of 
that year, unemployment rose sharply and by September it had as 
sumed alarming proportions. The fires of inflation had burnt them¬ 
selves out. Only the introduction of the Rentenmark in mid-October 
1923 brought any semblance of order to the monetary chaos. 

The redistributive impact of the monetary crisis on various social 
groups was irreparable. The process of hyperinflation penalized wage 
earners, salaried people, rentiers, and dealers in nominal claims 
(banks); it favored businessmen, the profit-takers. 76 The savings of 
the German middle class disappeared in the monetary vortex and 
with them went the source of independent incomes. The prole¬ 
tarianization of the middle class contributed very substantially to 
the destruction of the Weimar Republic. 70 The middle classes lost 
not only their financial status but their social position as well, The 
politically conservative element of the Weimar Republic was t 
victim of the monetary upheaval. 80 Many a recruit to the Nazi Party 
came from the ranks of these German declasse elements bitte > 
frustrated, alienated. On the other hand, the industrialists, lan 
owners, merchants, and speculators of all sorts profited from t 

inflation. Juj jBHjjHMHj I HMMH| IJ 9 J 

The big industrialists discovered in no time at all how to use t 
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sustained depreciation of the paper mark for their own purposes 
They borrowed paper marks and sold them for the sake of depressing 
the mark s value; they hoarded whatever foreign exchange they could 
obtain The political weakness of the Weimar Republic made it 
virtually impossible to catch the speculators and industrialists in a 
short position. In addition to speculation, the industrialists rapidh 
expanded productive capacity, especially of heavy industry. At the 
end of the hyperinflation, the industrial capacity of German heavy 
industry was larger than it had been in 1914. Thus, in a period of 
open inflation, the fixed income groups paid an “inflationary tax" 
to the profit-takers who built gigantic industrial empires. 7 
From the Armistice in 1918 to the introduction of the Renten¬ 
mark in October 1923, Germany had paid reparations in cash and in 
kind out of her own resources. After the stabilization of the mark 
it dawned on many Western statesmen and the public at large that 
the economic provisions of the Versailles Treaty were both malig¬ 
nant and downright silly. The victorious Allies had condemned 
Germany to pay what Winston Churchill called “reparations on a 
fabulous scale .’' 81 The victors wanted to squeeze Germany till the 
pips squeaked . 82 After the end of the hyperinflation period, the 
Reparations Commission recommended the Dawes Plan, a new sys¬ 
tem of collecting the required reparations sums in Germany out 
of specific revenues and then transferring these sums to the creditor 
countries . 83 The German budget contributions were obtained by 
the so-called controlled revenues” in the form of revenues from 
customs, beer, tobacco, and sugar taxes, and the alcohol monopoly. 
These sums were to be paid in German currency into the account 
of the General Agent, held by the Reichsbank. Thereafter the 
Transfer Committee” of the General Agent would transfer the 

funds into foreign currencies as long as such transfers did not under¬ 
mine the stability of the mark. 

The Dawes Plan was to go into effect on September 1 , 1924. Rep¬ 
aration payments were to begin again in 1924-1925 at the rate of 
GM one billion a year and were to rise to GM 2.5 billion a year by 
1928-1929. Again, the principal difficulty for the Germans was the 
task of transferring the necessary payments into foreign currencies, 
because such transfer called for “an extension of the German export 
trade. 84 For this reason, deliveries in kind continued to play a 
majoi role, even during the Dawes Plan years . 85 The necessary for- 
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eigti exchange was obtained from the proceeds of American loans. 80 
In other words, it was not the Germans, but their American credi¬ 
tors, who were actually paying reparations. The problem of how 
these debts would eventually be paid remained unsolved for the 
time being. Numerous experts analyzed the thorny transfer problem, 
but, as long as Germany made all reparations payments punctually, 
the lender, creditor, and borrower were all reconciled. 87 

At the beginning of 1930, the Dawes Plan was replaced by the 
Young Plan, which was set up for the Germans to pay annuities for 
almost sixty years, until 1988. On January 1, 1930, all foreign con¬ 
trol over the German economy was removed and the country was 
finally free from what she considered the dictates of the victors. 68 

Under these new arrangements, the so-called “present value” of 
all German payments was computed at GM 37 billion, only one- 
third of the unrealistic sum of GM 132 billion set by the Reparations 
Commission in 1921. The General Agent for Reparations was re¬ 
placed by the Bank for International Settlements in Basel, Switzer¬ 
land, which was to supervise the execution of the German reparation 
payments. After two years of operation, the Young Plan had to be 
suspended on account of the deepening world-wide depression. Ger¬ 
many was subject to severe withdrawal of funds from abroad and 
had to beg for standstill agreements. To stem the spreading financial 
panic, President Hoover called a moratorium, suspending all inter¬ 
national debt payments for one year from June 30, 1931. However, 
Congress refused to legislate a debt reduction. After the year had 
passed, the depression was even more acute. Finally, the Lausanne 
Agreement of July 9, 1932, scuttled the Young Plan and virtually 
wiped out all reparations claims, except for a token sum. 80 

From 1925 to 1932, German reparation payments (deliveries in 
kind, payments for the armies of occupation, and payments in for¬ 
eign currency), according to Professor Fritz Machlup of Princeton 
University, 00 amounted to 11.3 billion marks; according to the Repa¬ 
rations Commission, the sum was almost 21 billion marks. The offi¬ 
cial German estimates of total amounts paid as reparations was 68 
billion, 01 During this period, Germany's public and private in¬ 
debtedness abroad increased by some 20 billion marks. 92 Such de¬ 
velopment meant that after the stabilization of the mark, foreigners, 
especially Americans, bought German bonds and other promises to 
pay, and the Berlin government used the proceeds of the loans to 
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meet the annual reparations bill. The French and British eovem- 
ments, in turn, sent these receipts to Washington, to pay back their 
war debts. As long as the American credits were flowing to Germany 
thjs atmosphere of euphona anesthetized politicians and money 
lenders. However, as soon as credits were recalled from Germany 

this “merry-go-round” of New York-Berlin-Paris-London-Washin?- 

ton stopped, and the whole scheme collapsed. 

Reparations After World War II 

The German reparations impasse was one of the major unsolved 
economic and political problems of the 1920s. Victors and van¬ 
quished alike learned from long and painful experience that Ger¬ 
many s ability to raise the necessary funds domestically through 
taxes was not enough; these sums had to be converted into foreign 
currencies, and that could be done only by deliberate stimulation 
of exports and reduction of imports. 93 Germany’s attempt to earn 
foreign exchange resulted in a scramble for world markets. Neutral 
countries, which had nothing to do with the war, reparations, or 
war debts, were hurt as much as the victors themselves, but notably 
affected were France, Belgium, Italy, and Great Britain. These 
countries had at that time basically laissez-faire economies and their 
capacity to absorb German goods depended upon what the internal 
employment picture was. 0 * Since considerable unemployment pre¬ 
vailed, these countries were diligently erecting protective tariff walls 
to shelter home markets. 

Fiom what had happened after World War I, Allied statesmen 
knew that large reparations obligations were, to a large .extent, re¬ 
sponsible for the rebuilding and modernization of Germany’s heavy 
industry. 95 But after World War II they were determined to destroy 
the Reich's war potential, that is, its heavy industry. 

At the Yalta Conference in early 1945, the Big Three Allies de¬ 
cided that reparations would be taken in three forms; (a) German 
industrial equipment, machine tools, ships, rolling stock, and in¬ 
vestments abroad; (b) annual deliveries of goods from current pro¬ 
duction, and (c) use of German labor. 90 The total reparations claim 
against the Reich was set at $20 billion, with 50 per cent of this sum 
destined for the Soviet Union. The Potsdam Agreement of August 2, 
1945, further provided that the allotted shares of reparations could 



40 


West German Reparations to Israel 

be taken from the respective zones of occupation and from German- 
owned assets abroad* The Soviet Union was also promised 15 per 
cent of all removable plant and equipment located in the Western 
zones of occupation (this against food shipments), and another 10 
per cent without any quid pro quo . 07 

Since the delivery obligations were stated in terms of specific sums 
of, for example, tons of coal per year, the Allies wanted to price the 
commodities as cheaply as possible, whereas the Germans wanted 
to price them as high as possible so as to obtain maximum credit on 
the reparations books. 

The concept of reparations in kind was not an innovation of 
World War II. It was the inability of the Weimar government to 
raise enough foreign exchange for cash reparations in 1922 that had 
led to the introduction of such payments. 

All armistices terminating belligerency during and after World 
War II made payments in kind the “exclusive method of repara¬ 
tions.” 03 Aside from Germany, the various peace treaties signed in 
1947 provided for many different forms of payments in kind for 
reparation purposes. 

The Soviet-Finnish armistice of September 1944 had imposed an 
obligation of $300 million to be paid within six years in seventy-two 
equal installments, entirely in kind. 90 The commodities to be de¬ 
livered were divided into 199 categories and, for late deliveries of 
any of the specified items, the Finns had to pay a fine of 5 per cent a 
month. 150 The salient feature of this reparations agreement was that 
the Finnish obligations toward the Soviet Union were specified in 
commodities for which Finland had hardly any productive equip¬ 
ment or skills. In 1938, for example, 80 per cent of Finland's ex¬ 
ports were timber and forest products, but they constituted only 30 
per cent of the goods to be delivered to the Soviet Union. Machin¬ 
ery, ships, heavy equipment, and cables, items which accounted for 
only 2 per cent of Finnish exports in 1938, constituted more than 
70 per cent of all mandatory deliveries. 101 

Next to the problem of the composition of the reparations de¬ 
liveries, the question of pricing was of crucial importance. The 
Finns were asked to pay $300 million in terms of 1938, not 1944, 

I * - 102 

prices, which raised the total sum to be paid by 20 per cent. 
And, finally, the Soviet technical requirements, in terms of quality 
and specifications, were considerably higher than those prevailing 
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the West. The reparations weighed heavily on the Finns during the 
first five postwar years. For example, in 1945, reparations as a per- 
centage of Net National Product was 7.6 per cent and constituted 
20.9 per cent of state expenditure; in 1948, the corresponding values 
were 3.2 and 10.7 per cent. In 1952. the last year of Finnish pay¬ 
ments, reparations constituted 1.1 per cent of N.N.P. and 41 per 
cent of state expenditure.™’ Since Finland’s reparations were mostly 
in machinery, equipment, and ships, these industries experienced 
very substantial expansion. In fact, at the end of the payments to 
the Soviet Union, these capacities were just about double those of 
the prewar years, 104 and the Finns had to look hard for new markets. 

The Soviet Union also took reparations from Hungary, Romania, 
Bulgaria, and Italy. The peace treaty with Hungary required it to 
deliver 300 million gold dollars worth of diversified goods over a 
six-year period. Goods worth $200 million were to be delivered to 
the Soviet Union, $50 million to Czechoslovakia, and S50 million to 
Yugoslavia. 100 Romania had-to pay 300 million gold dollars' worth 
of reparations goods, half in oil and oil products, the rest in indus¬ 
trial equipment and agricultural produce. Bulgaria’s obligations 
were 75 million gold dollars' worth, of which one-third went to 
Yugoslavia, and two-thirds to Greece. Later, the Soviet Union ex¬ 
tended the delivery period by two years, changed the composition 
of the mandatory payments, raised the price of goods to be turned 
over, and, in mid-1948, halved the balance. From Italy the Soviet 
Union collected $100 million, also in goods. The Soviet Union 
exacted heavy reparations from East Germany in the form of war 
booty, official dismantling of plants and equipment, and deliveries 
from current production. From 1945 to 1960, the value of such exac¬ 
tions amounted to RM-DM 63 billion at current prices. 100 

The rationale of the Soviet reparations policy thus was replace¬ 
ment by the aggressor state of damages suffered by the invaded state. 
In contrast to the Versailles Treaty, where the Allies formally de¬ 
manded compensation for damages to the civilian population while, 
m effect, pressing for an indemnity, the Soviet Union demanded 
merely partial replacement of damages to her economy. For in¬ 
stance, Italy paid only $100 million, which represented one-twentieth 
°f all damages directly inflicted upon the Soviet Union by the 
Italian armed forces during World War II. According to the Soviet 
Union, such modest demands rose from consideration for the van- 
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quished nation’s ability to pay. This compensation was fixed not in 
cash but in kind, partly in industrial plants, equipment, and de¬ 
liveries from current production, and, to some extent, from the 
liquidation of the vanquished nation’s foreign investments. 107 
Reparations in kind also eliminated the need for foreign loans and 
the scramble for markets abroad, as demonstrated by the German 
experience after World War I. In total, the Soviet Union collected 
close to $900 million from her former adversaries. 108 The total esti¬ 
mate of Soviet losses came to $128 billion. But the $900 million 
figure must be looked at with the recognition of Soviet insistence on 
1938 prices. Also, the demands for quality in the goods to be de¬ 
livered frequently tripled the price of many mandatory deliveries. 

The Soviet reparations demands were nominally modest, but ac¬ 
tually Hungary, Romania, Bulgaria, Poland, and later Czechoslo¬ 
vakia were transformed into Soviet-type societies. Moscow installed 
governments in which Communists held all strategic posts. With 
one-party dictatorships firmly in control, the Soviets proceeded to 
develop centrally administered economies with heavy emphasis on 
capital-goods industries. 

Soviet-type industrialization went hand-in-hand with reparations 
demands. First, priority in industrialization was for reparations. Sec¬ 
ond were the so-called joint companies, which mostly grew out of 
former German holdings in these countries. Third was the transfer 
of former German-held assets back to these countries. The joint stock 
companies became vehicles for obtaining large amounts of high- 
quality products at low prices. The re-acquiring of former German 
holdings from the joint companies was costly, and the Soviets de¬ 
manded high-quality commodities of all sorts at low prices. 100 The 
interesting aspect of Soviet exactions was that they stressed repara¬ 
tions from current production at low prices. Since Hungary, Bul¬ 
garia, and Romania were firmly in the Soviet orbit, it was also 
claimed that reparations from current production facilitated the 
industrialization of these countries. In other words, the vanquished 
made good their material responsibility to the victor and at the same 
time developed and diversified their economies. Since these countries 

m * 

had changed from essentially market-type economies to quantitative- 
output planning, the end of reparations did not leave them with ex¬ 
cess capacity. The Soviet-style, forced-draft industrialization kept all 
the facilities available in use. 
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Reparations in Perspective 

In Germany, during the first two years o£ occupation, the three 
victorious powers and France wanted to destroy the German war 
potential in all its forms. At that time, military security was stil 
the primary objective of the occupation and the four Allies were 
supposedly building a better future for the Continent, making it 
safe from future German aggression. In 1944 and 1945, the American 
policy-makers believed that as long as Germany possessed heavy in- 
dustry peace in the world was impossible. Henry Morgenthau, Jr. 
the wartime Secretary of the Treasury, and President Roosevelt were 
the most outspoken proponents of this view, and complete destruc¬ 
tion of German heavy industry after the end of hostilities was de¬ 
cided upon at the second Quebec Conference in September 1944. 110 
Even though this drastic policy was never implemented, the Ameri¬ 
cans and British dismantled many plants completely or in part and 
sent them abroad. 111 The so-called "war plants” were simply blown 
up. They also strangulated German industrial production by impos¬ 
ing low production ceilings as a means of controlling retained indus¬ 
trial capacity, as we shall see in the next chapter. At this point, it is 
merely important to keep in mind that reparations in kind (in the 
form of machinery, equipment, entire plants, mandatory delivery of 
patents and trade secrets, prohibitions against certain kinds of in¬ 
dustrial production, and the imposition of production ceilings) were 
a corollary of industrial disarmament. 




From Ruin to Reconstruction: 1945—1952 

In 1952, West Germany’s economic recovery was well under way, but 
by no means complete. Substantial injections of American aid had 
helped speed revival, but Germany’s obligations, external and in¬ 
ternal were staggering. For instance, as one of the conditions for 
the creation of L Federal Republic, the Western Allies had de- 
* manded that the new German government acknowledge its respon¬ 
sibility for the prewar debts of the former Reich, both public and 
private. In addition, Chancellor Adenauer was seeking a settlement 
with Israel and world Jewry of Jewish “global claims.” He was also 
ready to promulgate comprehensive legislation on indemnification. 
Occupation costs had to be paid. Ten million refugees had to be 
absorbed into the rump state that was now West Germany. Struc- 
tural readjustment of the entire economy still lay ahead, although 
no one really foresaw how foreign trade would develop. With the 
overvalued exchange rate, experts were pessimistic about the future 
of the balance of payments. 1 

The emphasis of the new government’s economic policy was upon 
the stability of its currency and equilibrium in its balance of pay¬ 
ments. In fact, throughout 1950 and 1951 an intense balance-of-pay- 
ments struggle took precedence over everything else, prodded by the 
scheduled decline of American aid by the end of 1952. Nevertheless, 
by January 1952, the balance-of-payments crisis was almost over and, 
in the spring of that year, a government team headed by Dr. Her¬ 
mann J. Abs, Chairman of the Board of the Deutsche Bank, was in 
London negotiating the foreign debt settlement, while still another 
West German delegation was discussing a settlement of Jewish 
global claims in Wassenaar in the Netherlands. As the following 
chapters will show, the Wassenaar talks were long and difficult. 
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The West German plea of limited ability to pay poisoned the 
atmosphere at first and resulted in a hostile press. Abs insisted that 
the London debt talks and the Wassenaar negotiations were in¬ 
separable. His position was a difficult one; for, while he was pro¬ 
posing a reduction of West Germany’s total indebtedness (not so 
much the principal as accrued interest), Adenauer was preparing to 
create an unprecedented new debt. Abs felt that it was unfair to ask 
former creditors to cut back their claims and, at the same time, 
permit West Germany to incur substantial new financial commit¬ 
ments. He was particularly concerned about the nation's ability to 
pay any new obligations, whether they were the renegotiated earlier 
debts of the Reich or something else. He was sensitive to the fact 
that in 1952 West Germany still suffered from a dollar shortage. 

While the London Debt Conference dealt primarily with eco¬ 
nomic matters, the Wa'ssenaar preoccupations were chiefly political. 
But the outcome of both conferences was of crucial importance 
to the Adenauer government. The London settlement was sup¬ 
posed to restore Bonn’s financial credit standing; the Wassenaar 
settlement was designed to give West Germany a better moral image. 
Both entailed a considerable outlay of funds. For this reason Abs 
insisted that the two conferences were interrelated, as indeed did 
Adenauer himself * Abs feared that if the London talks failed, Bonn’s 
credit standing would not be restored and the government would 
not have the means to pay other obligations. The Israeli govern¬ 
ment and the Jewish Claims Conference resisted this argument, in¬ 
sisting that the Wassenaar negotiations had nothing in common with 
the talks in London. The Israelis reminded the Germans that they 
had entered the Netherlands talks on purely moral grounds and not 
to haggle. Moral claims were, they contended, above and beyond 
the bargaining techniques appropriate to Dr. Abs’ conference in 
London. Abs, on the other hand, was inclined not to give the Israelis 
any preferential treatment. Thus a clash was inevitable, and it re¬ 
verberated throughout the world, making headlines and agitating 
minds on both sides. How legitimate was Abs’ claim? 


From Unconditional Surrender to Cold War 

By the spring of 1945, Hitler’s dream of a Thousand-Year Reich 
had evaporated in smoke and ruin. The decimated remnants of the 
German armed forces were no match for the combined American, 
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British, and Soviet might. On May 7, 1945, the German H.gh Com¬ 
mand surrendered unconditionally at General Dwight D. Eisen¬ 
hower's headquarters in Reims. The following day, a similar docu¬ 
ment was signed with the Soviet High Command in Berlin.* 

Shortly thereafter, the Allied Control Council in Berlin assumed 
authority in the defeated Reich. The country was to be divided into 
four zones of occupation, each subject to the supreme rule of the 
American, British, Soviet, or French commander. The four com¬ 
manders would jointly and unanimously exercise legislative, judicial, 

and executive authority within Germany. 

The dream in 1945 was that the mighty East-West partnership 

that had destroyed Hitler’s armies would remain united in building 
a lasting peace. Hopes, yearnings, for peace ran high. Some skeptics 
had certain misgivings, but the more optimistic planners pointed 
out that on the day of Germany’s surrender the Soviets in San 
Francisco were helping to bring into being the Charter of the United 
Nations. As the generals faced the task of making sure that the 
Germans would never again disturb the equilibrium of the world, 
the Allies felt that holding down the defeated enemy economically 
and militarily was the surest way to guarantee the newly won peace. 
Similarly, they saw unity of purpose in following this policy as the 
surest way to preserve the wartime alliance and maintain it as a 

workable peacetime coalition. 

Peace, as it exists in the 1970s, is founded on the fear of thei mo- 
nuclear bombs and missiles and not, as mankind had hoped in 194 j, 
on mutual trust, cooperation, and confidence. What went wrong? 
Who or what was responsible for this unexpected cooling off of the 
warm relationship among the wartime Allies? When did it all start? 

To judge from the intentions and actions of the American and 
British governments as Tevealed in the records, these two allies 
wanted to carry the wartime partnerships over into peacetime. 
Statesmen in the West were ready to coexist with the Soviet Union 
in the consolidation of victory and the establishment of peace. 4 

The over-all orientation of American policy toward the defeated 
Reich was based upon President Franklin D, Roosevelt’s Grand 
Design” for the postwar world, which assumed that the Soviet Union 
and the United States could become partners in peace because the 
struggle against Nazi Germany had made them partners in war. 
Throughout the war, Roosevelt did everything possible to win the 
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confidence of the Russian premier, Joseph Stalin. To demonstrate 
American good will and his sincere desire to cooperate with the 
Soviets, the President insisted that the occupation of Germany be¬ 
come a proving ground of MosCo|v-Washington cooperation. He 
felt that without a strong Soviet-American partnership lasting peace 
would be impossible. The Grand Design offered a prospect of world¬ 
wide peace, and for that everybody yearned. 

Nobody knows for sure exactly when the Cold War started, but 
the first and strongest manifestations were noted in Germany while 
the ruins of the Third Reich were still smoldering. A number of 
salient reasons can be cited for its outbreak, the first undoubtedly 
the ideological differences. Marxist-Leninist ideology regarded the 
capitalist West as an enemy." During the war, Soviet theoreticians 
played down the ideological incompatibility of the Allies, but after 
victory Moscow's antagonism came to the fore at once. It quickly 
became evident that the Soviet quest for security involved expan¬ 
sion toward the center of Europe. 7 Where the line between legiti¬ 
mate security needs ends and an openly expansionist policy begins 
is, of course, difficult to say under any circumstances. But the spread 
of the Soviet sphere of influence from 1939 on was substantial and 
alarming to the Western powers. For, after consolidating its post- 
World War II territorial gains, the U.S.S.R. dominated Europe east 
of the Trieste-Stettin line. The Western powers looked upon this 
rapid expansion of Soviet influence as a permanent threat to their 
safety. Thus, the fundamental conflict between concepts of what 
really constitutes national security was probably the second basic 
factor of tlie Cold War. The third factor was America’s monopoly 
of the atomic bomb, an advantage that magnified Moscow’s- suspi¬ 
cions about U.S. imperialist intentions throughout the world. 

By 1945, the power relationships were considerably a tered from 
those of 1939, Germany was a power vacuum at the end of the war. 
Britain and France emerged as titular victors, but were in fact 
second-rate powers. The Soviet Union marched from the brink of 
defeat at the hands of the Nazi armies to the status of superpower." 
The United States, in 1945, stood momentarily as the undisputed 
dominant world power. But after 1945, mankind witnessed a drift 
toward what has been called a “bipolar world,” with Washington 
facing Moscow on all major issues. For whatever reasons, including 
those suggested above, the Cold War started. The United States 
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cannot be held solely responsible for it, despite the contentions of 
certain American "New Left writeis and of others determined to 
lay the blame squarely on Washington. These men have argued that 
the United .States has been so obsessed with the Communist threat 
that American foreign policy has become rigid and devoid of prag¬ 
matism. As a result of its fear of Communism, they reason, America 
interferes anywhere and everywhere to protect the so-called Pax 
Americana .° This position, however, must be challenged on the 
ground that the arguments do not stand the test of scholarly scrutiny. 

Can the Cold War be explained solely in ideological terms? Ac¬ 
cording to one noted analyst, the breakdown of the wartime col¬ 
laboration among the United States, the Soviet Union, and Great 
Britain was actually a clash of the “universalist” and the “sphere- 
of-influence* views of world order . 10 The universalists claimed that 
the national security of a country could be best guaranteed by an 
international agency. The United States was among the first to cham¬ 
pion a concept of high idealistic principles whereby the United 
Nations would solve all the problems. The sphere-of-influence view, 
on the other hand, which maintained that national security would 
best be assured by a balance of power, was insisted on by the Soviet 
Union as the best guarantee of future peace. 

These were the irreconcilable differences. The United States ad¬ 
hered to legal and moral principles as preconditions for settling the 
problems of postwar Europe; the Soviet Union was equally adamant 
in demanding spheres of influence. This led to mounting friction 
between the two great pot vers and mutual suspicion of each other s 
motives. By the time the Potsdam Conference was held in August 
1945, the seeds of the Cold War were already sown . 11 

With the gradual crumbling of the Third Reich's military might 
and the concomitant fading of its threat, collaboration diminished 
bit by bit at first, then by leaps and bounds. The feeling of mutual 
suspicion was already quite perceptible even before Germany was 
defeated. Mutual distrust was intensified when the American gov¬ 
ernment failed to grant the Soviet Union a $6 billion credit for 

m * 

postwar reconstruction. On the heels of this, the abrupt termination 
of American lend-lease shipments in May 1945 was viewed by the 
Soviets as an outright act of blackmail. According to Professor 
Schlesinger, the wartime "Grand Coalition” had been created by 
one thing, and one thing alone: the threat of Nazi victory.” 12 
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To launch a new era of collaboration, Winston Churchil! (and 
for a few days Clement Attlee), Stalin, and Harry Truman met in 
Potsdam from July 17 to August 2, 1945. But this conference pro¬ 
duced only vague and troublesome agreements. As the heads of state 
posed for pictures on the eve of their departure, they smiled, but 
all the participants knew that the agreements "were inconclusive, 
that the most pressing problems had been swept under the rug. 

The Potsdam Protocol outlined some of the immediate short-term 
Allied objectives in occupied Germany. To deprive the defeated 
Reich of all war-making potential, the agreement called for a drastic 
reduction of German heavy industry. Germany was to have only 
light, "peaceful industries,” as they were designated at the time, 
and a highly developed agriculture. The new generation of Ger¬ 
mans were to be farmers and dairymen, not steel-makers, chemists, 
and physicists. During the period of occupation Germany was to be 
treated as an economic unit, with central administrative agencies 
for industry, agriculture, finance, transport, communications, and 
a joint export-import agency. Another important charge of the Pots¬ 
dam communique was preparation of "a level of industry” plan to 
determine which plants were to be left in Germany and to earmark 
capital equipment and plants for reparations. The Allied Control 
Council was given six months to prepare this plan . 13 

The magnitude of reparations, however, remained unsolved. At 
the Yalta Conference in early February 1945, the Soviets proposed 
$20 billion worth of goods in prewar prices in the form of removal 
of plants, annual deliveries from current production, and the use 
of German labor, half for the Soviet Union and half for the Allies . 1 " 1 
This proposal supposedly was never accepted by the Western pow¬ 
ers . 15 The Potsdam provisions on reparations dealt only with the 
removal of industrial plants and equipment , 10 and it soon became 
obvious that the Soviets interpreted the reparations provisions of 
the Yalta and Potsdam agreements differently from the Western 
powers. The British and Americans argued that the Potsdam agree¬ 
ment had replaced all previous ones, including that of Yalta, and 
deliveries from current production were illegal. The Soviet Union, 
on the other hand, claimed that the Potsdam agreement represented 
a supplement to the Yalta reparations proposals. 1 ' A prolonged con¬ 
frontation was inevitable. Strangely enough, the Potsdam document 
said nothing about Germany’s future economic and social system. 
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It referred to the creation of a democratic Germany, but it did not 
indicate whether this would be predicated upon a one-party or two- 
party system. This omission led to different interpretations of the 
Potsdam agreement and very quickly became the apple of discord 
among the wartime Allies. 

Consequences of the Defeat 

After die unconditional surrender, most German territory was 
held by Allied armies, except for a smali area in northern Germany 
under the jurisdiction of a successor government, headed by Admiral 
Karl Donitz. The admiral believed that the unconditional surrender 
implied neither the elimination of the German state nor of his gov¬ 
ernment. General Eisenhower, believing that the existence of the 
Donitz government was likely to make trouble between the Ameri¬ 
cans and the Russians, ordered the arrest of all its cabinet members 
on May 23, 1945. 18 Its last vestiges of sovereignty eliminated, Ger¬ 
many became an occupied country where the four Allied com¬ 
manders reigned supreme in their respective zones of occupation. 10 

The All ies were supposed to govern the country “as a whole,” but 
the idea of Germany “as a whole” was a fiction almost from the first 
moment of occupation. The former German Reich was, in fact, cut 
up into six parts (not to be confused with the occupation zones): 
(I) the territories east of the Oder and Neisse rivers were placed 
under temporary Polish administration; (2) northern East Prussia, 
including the city of Konigsberg, was incorporated into the Soviet 
Union; (3) the Americans occupied the southern sections of Ger¬ 
many, consisting of Bavaria, Hesse, and parts of Wurttemberg and 
Baden, (4) the British took over Lower Saxony, north Rhine-West- 
phalia, and Schleswig-Holstein, (5) the Russians took Saxony, 
Mecklenberg, and Thuringia, 20 (6) the French were assigned a zone 
of occupation adjacent to Alsace. 

Germany’s population loss, excluding her Jews, as a result of 
World War II and its immediate aftermath was more than six mil¬ 
lion people: 3.7 million killed in battle, one half million dead as the 
result of Allied bombing raids, and another 2.2 million who per¬ 
ished in the course of expulsion from Poland, Czechoslovakia, Hun¬ 
gary, and Romania. 21 

The Allies felt it necessary to impose upon the defeated Reich a 
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“harsh” peace. The Germans were not to be allowed ocean-going 
ships or airplanes. The German merchant fleet, which at the out¬ 
break of the war registered a 4.5 million gross tonnage, the fifth 
largest in the world at that time, had been severely depleted during 
the war. 2 The ships that survived the war were taken over by the 
Allies without compensation. Germany was also deprived of its 
foreign assets, and much of its industrial and social capital was used 
up, destroyed, or hauled away. Estimates are that Germany lost from 
one-half to about two-thirds “ a of its national wealth. Parenthetically 
the national wealth of a country is considered to comprehend all 
natural resources, land and * the improvements upon it, factories, 
office buildings, dwellings, railways, highways, canals, sewers, com¬ 
munications network, and so on. It also includes ships, planes, auto¬ 
mobiles, railway cars and locomotives, machinery, farm implements, 
livestock, raw materials, goods in process of manufacture, consumer 
durable goods, clothing, furniture, net foreign assets, gold, and sil¬ 
ver. A complete inventory would list a country’s wealth as drawn 
up at a given date. 

The outcome of World War II was the worst defeat in Germany’s 
history, 21 as witnessed not only by the death of more than six mil¬ 
lion people and the loss of one-half of its national wealth, but by 
the loss of its political unity as well. The Third Reich, or rather 
its smoldering ruins, emerged from the war a “shrunken, devastated 
and divided mockery of her former self, devoid of domestic govern¬ 
ment, occupied by foreign troops, and her population in the large 
part uprooted and demoralized.” 26 

In the Soviet-occupied zone, a totalitarian political structure and 
central planning were introduced in the fall of 1945, 2(1 while in the 
American, British, and French zones, basic human rights were writ¬ 
ten into newly established constitutions. For the U.S. government, 
the objective of the occupation consisted principally of seeking the 
destruction of the remaining German war potential at the same 
time as undertaking the reeducation of the people. Generals Eisen¬ 
hower and Lucius D. Clay felt that, with firmness and determina¬ 
tion, the Germans could eventually be converted into a democratic 
nation. 27 In the early stages of occupation, American officials in Ger¬ 
many were disposed to favor a tough policy in their zone, particu¬ 
larly in economic matters. 26 To make sure that the Germans could 
never again wage war, the Americans advocated considerable de- 
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industrialization and, judging by their early actions, what the Ameri¬ 
cans really wanted was to impose almost indiscriminate revenge on 
the German people as a whole. 20 

The British occupation policy, considerably less harsh than the 
American, showed a strong preference for moderation. The British 
spent much time and effort in opposing the extreme policy measures 
of some overzealous Americans on the Allied Control Council and 
in the Military Government of the zone. Since, by 1946, the Allied 
Control Council had virtually broken down and “Germany as a 
whole” had proved to be a fiction, the British took another tack. 
They became primarily concerned with the economic re-integra¬ 
tion of Germany into the Western European economy and the re¬ 
duction of the dollar costs of food imports into the British zone. 
Their aim was to make the heavily industrialized zone self-support¬ 
ing and to return the responsibility for managing the economy into 

German hands,f ®,f .= , 

France's approach to the German problem was matter-of-fact, 
although its position was that of a courtesy member of the Allied 
Control Council. A guest victor, France was neither economically 
nor militarily a Big Power. To weaken the traditional enemy as 
effectively as possible, the French insisted on a sweeping decentrali¬ 
zation of economic and political life in Germany “as a whole and 
in their zone of occupation. With the former adversary—whose 
armies in June 1940 had imposed a crushing defeat upon the French 
army—now on its knees, France tried to reestablish itself as a domi¬ 
nant power on the Continent. 31 

Within a year after the unconditional surrender of the Nazi 
generals, the Allied Control Council became an arena where the 
British-American teams “slugged it out” with their Soviet counter¬ 
parts. Germany “as a whole” under the Allied Control Council 
resembled one of Krylov's immortal fables, in which a swan, a lob¬ 
ster, and a pike decided to pull a hay wagon. Instead of pulling in 
unison, the swan pulled up, the pike pulled toward the water, the 
lobster crawled backward, and the wagon did not move an inch. 
So it was in Germany. The country remained cut into six parts, but 
“only two regions of virtual partition, divided by the Iron Fron¬ 
tier” 32 existed. The facade of Allied unity in Germany “as a whole 
crumbled for good in March 1948 when the Russians instituted a 
blockade of Berlin. In June, American planes started the Berlin 
Airlift, and the Cold War was on in earnest. 
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The Emergence of the Federal Republic of Germany 

To cope with the economic chaos in the British and American 
zones, the two zones were fused into a “Bizone” on January 1, 
1947, 83 According to Robert Murphy, “Bizonia really laid the foun¬ 
dation for western Europe’s most powerful state, West Ger¬ 
many. . . 34 The reluctant French joined the Bizone in April 1949, 

turning it into Trizonia. 96 On September 21 of that year, the Ameri¬ 
can, British, and French military governments were replaced by 
three High Commissioners, and the first West German government, 
under the chancellorship of Konrad Adenauer, took over the reins 
of the newly created Federal Republic of Germany. It covered an 
area of 245,000 square kilometers, exclusive of West Berlin, with a 
population of 46.7 million. On this occasion, Adenauer told the 
Allied High Commissioners, who still held supervisory control, that 
his government would do all it could to concentrate upon solving 
the pressing social problems. Without new homes and proper jobs 
for the millions of bombed-out people and refugees, he said, a stable 
society within the country would be impossible. 30 

What were the social problems the Chancellor spoke of and how 
serious were they? The American and British air raids on Germany, 
designed to undermine the Third Reich's “motivational potential,” 
had been successful. The blanket bombings had destroyed most of 
the German cities. 37 In 1945 they looked like “eerie moonscapes of 
destruction,” 38 It has been estimated that in the large cities in the 
territory of the Federal Republic of Germany, almost 50 per cent of 
all apartments were destroyed. 39 In Cologne, for example, 70 per 
cent of all apartments went up in smoke; in Dortmund, 65.8 per 
cent; in Hamburg, 53.5 per cent, and in Hanover, 50.5 per cent. 10 
In West Berlin and West Germany, 5.4 million people had been 
completely bombed out and were without homes or possessions. 11 
The survivors lived either in cellars or air-raid shelters, or doubled 
and tripled up in the houses that remained standing, while many 

others moved to the countryside. 

In 1939, the territory comprised in the Federal Republic of Ger¬ 
many had had an estimated population of 39.3 million, By the fall 
of 1946, it was 43.9 million, and on January 1, 1948, it had risen to 
45.2 million. In 1950, it was 47.7 million, and three years later it 
was up to 49.0 million. 42 This phenomenal increase in population 
was due to an unprecedented movement of people into W est Ger- 
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many. More than 10 million impoverished, bitter, and frustrated 
Germans living in hundreds of camps throughout rump Germany 
were without jobs or hope in the prevailing milieu of political pa¬ 
ralysis, administrative chaos, and economic stagnation. They repre¬ 
sented a dangerous package of political dynamite. If not dealt with 
quickly and effectively, these refugee camps might have developed 
into something like the issue of the second Arab-Israeli refugee 
problem. 43 Some of the people involved represented expellees from 
former Reich territory east of the Oder-Neisse line, forced to leave 
their established homes as the result of the Allied wartime agree¬ 
ments at Yalta and Potsdam. 44 But earlier, the relentless flood of 
refugees had started in the fall of 1944 when millions of Germans 
and non-Germans fled before the Red Army. 45 The expulsion of 
millions of Germans was done with “a mercilessness surpassed only 
by the previous brutalities perpetrated upon many of these coun¬ 
tries by the Nazis. . . ." 40 Czechoslovakia drove out 2.2 million 
Germans, 47 and Poland 0.54 million, from Silesia, under Polish 
administration, 2.7 million were expelled; from East Prussia, 1.4 
million; from Pomerania, 1.2 million. The horrors of forced trans¬ 
plantation of this kind had been vividly told to the world in the 
powerful novel by Franz Werfel, The Forty Days of Musa Dagh 
(1933), which described the sufferings of the Armenians. The Ger¬ 
mans experienced these horrors first-hand ten years after Werfel 
published his novel. 48 

By March 31, 1953, at the time the Shilumim Agreement was 
ratified by the Israeli and West German governments, the 8.3 million 
expellees and 1.9 million refugees living in the Federal Republic 
of Germany represented almost 20 per cent of the total population. 40 
In rural Schleswig-Holstein, they constituted more than one-third 
of die population. In southern Bavaria and Lower Saxony, the 
"new" population, living mostly in barracks-type towns, represented 
slightly less than 30 per cent of the population. 

In addition to refugees and expellees, 3.6 million people fled to 
the Federal Republic from the “hated system" prevailing in Com¬ 
munist Germany. 50 This flood of Germans from East Germany, 
seeking better jobs and housing in the West, reached 41)0,000 people 
in 1953, and, by the time the Berlin Wall was built in 1961, the 
figure had reached approximately one-third of a million a year. 51 
Further, during the first three postwar years, as a result of lack of 
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building materials, coal, and transportation, and the inertia result¬ 
ing from undernourishment, the program of repair of damaged 
buildings was quite inadequate. A survey showed that, on the aver¬ 
age, 3.18 persons shared one bedroom in the Federal Republic of 
Germany in 1949. 52 The problem of housing this distended popula¬ 
tion was overwhelming. Roughly 20 per cent of all urban buildings 
in the Federal Republic of Germany had been destroyed during the 
war. 03 Thus, overcrowding was inevitable, a condition which led to 
a rapid spread of tuberculosis and other diseases, social friction, and 
discontent. Former President Herbert Hoover, in his winter 1947 
survey of the Bizonia situation, reported: "... the housing situa¬ 
tion in the two zones is the worst that modem civilization has ever 
seen," 54 

Food: The Major Bottleneck 

Immediately after the unconditional surrender, the Western Al¬ 
lies informed the German public that their available agricultural 
resources should’enable them to produce and feed themselves, at a 
per capita rate of 2,000 calories a day, without Allied assistance. 65 
Only in extreme emergencies were the Americans ready to consider 
sending food to the Germans. Such was the situation during the 
pre-occupation policy of a “hardhearted attitude about the German 
people." 50 There is a Russian saying, “One never eats food as hot as 
when it is cooked”; and so the initial policy was scrapped as soon as 
the British and American military government officials had time to 
take careful stock of the existing food reserves. Two factors were 
mainly responsible for the reversal. 

First, the loss of Germany’s former breadbasket, located east of 
the Oder-Neisse line and placed under Polish administration in 
1945, aggravated the food deficit in the American and British zones. 
This territory had produced 25 per cent of the country s prewar 
agricultural output. Second, the millions of German refugees and 
expellees settled in the two Western zones after the war, had greatly 
increased food requirements. The British and American zones of 
occupation were soon desperately short of food. 

The early postwar program of food assistance to the Western zones 
of Germany can be divided into two phases. The first extended from 
mid-1945 to mid-1946, when the British and American military gov- 
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ernments were engaged primarily in so-called disaster relief. This 
early aid helped to tide the country over the lean months until the 
first peacetime harvest was reaped. In the fall of 1945 wheat imports 
provided under a joint Anglo-American arrangement gave impetus 
to the strenuous efforts that made it possible to keep the German 
food ration at the 1,550-calorie level. 67 From June 1, 1945, to June 
30, 1946, the British military government imported 1,245,900 tons 
of foodstuffs into the British zone. Only this aid prevented a famine 
in the Ruhr. 63 During the same period, 461,000 tons of food were 
brought from Army stocks into the American-occupied zone, making 
the total for the year 1,706,900 tons. This massive assistance to a 
former enemy was without parallel in recorded history. Undoubt¬ 
edly, millions of Germans owe their lives to these early imports of 
food by the Western powers. 

The second phase of the Allied food assistance program began in 
1946, when the U.S. Congress voted special funds to prevent "disease 
and unrest” in occupied Germany. The "Government and Relief in 
Occupied Areas” appropriations stipulated that the funds might be 
used to finance only the imports of food, petroleum, and fertilizers. 69 
During the first three years of occupation, the American and British 
governments together spent close to $1.5 billion for the shipment of 
relief food to Germany. 00 American Congressional investigators esti¬ 
mated that in the early years food production within the British and 
American zones was 975 calories per person daily, less than two-thirds 
of the "normal” ration of 1,550 calories that prevailed from mid-1945 
to m?d-1948. The missing third had to be imported. 01 Although there 
can be no doubt that the British and American relief shipments pre¬ 
vented mass starvation in the Western zones of Germany, the prevail¬ 
ing subsistence rations left the Germans desperately hungry. 

Food shortages, industrial disarmament and repressed inflation, as 
the major bottlenecks in the postwar recovery of Germany, form the 
subject of my book on Germany Under Direct Controls. 62 The sub¬ 
ject matter is so relevant to an understanding of the problem at hand, 
and so many new sources have emerged since 1962 (the cut-off date 
of Germany Under Direct Controls), that it has been deemed of 
major importance to carry the analysis forward past 1948, even at the 
risk of repetition. 

It has been estimated that the human "basal energy requirement 
(as differentiated from "minimum daily requirement”) ranges from 
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1,400 to 1,800 calories every 24 hours, just to stay alive. 63 If woTk 
must be done, more calories are needed. For example, merely to sit 
requires 15 calories an hour over basal metabolic needs; to walk, 
200 additional calories an hour are needed; to climb stairs calls for 
1 ,000 calories more. If they are not available to the body, three things 
happen: people get hungry, they do less work, and they use up the 
reserve substances of the body. From 1945 to 1948, the prevailing 
legal rationing levels were so low that they did not provide enough 
energy for basal metabolism. One competent observer on the scene 
remarked that the German people had become "thin and under¬ 
weight and incapable of doing a good day’s work." 84 

Not only was the caloric intake low, but the food itself was inade¬ 
quate and nutritionally of poor quality. Cereals and potatoes made 
up as much as 80 per cent of the total ration, and proteins and fats 
were particularly deficient. Men of responsibility and authority ad¬ 
mitted that the rations actually distributed “represented a fairly 
rapid starvation level.” 00 To anyone who has never known critical 
hunger over a prolonged period of time, the theoretical figure of 
1,550 calories means little. What became apparent, however, was that 
living on such a ration for a prolonged period sapped the physical 
strength of the German population. 60 Under such conditions, it was 
small wonder that the principal concern of most Germans was how 
to get additional food. Socio ogists and historians who have studied 
the effects of prolonged hunger on man have reported that "until 
hunger is relieved, it tends to dominate our behavior by means of 
food-seeking and food-consuming activities.” 67 Thus, efforts to stay 
alive in spite of everything became a way of life in occupied Ger¬ 
many, It has been estimated that during these years the Germans in 
the British and American zones consumed daily roughly 500 calories 
of nonrationed foods. This food was obtained either by bartering 
possessions for it in the countryside, by raising food in small garden 
plots, or by black-market purchases. 68 Food became an obsession, 69 
For the individual, of course, these activities seemed absolutely 
necessary to stay alive, but from an economic point of view they were 
sheer waste. Instead of rebuilding their destroyed cities, homes, and 
factories, the Germans spent most of their time trying to get enough 
calories to stay alive. Inadequate nutrition made sustained work very 
difficult and all attempts to stimulate even permissible industrial 
activities failed. This experience suggests that economists and poli- 
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ticians are free to choose between “guns and butter/’ With given 
resources, manpower, and technology, and assuming full employ¬ 
ment, more guns or capital goods can be produced only at the ex¬ 
pense of butter or consumer goods. This is one of the basic postulates 
of economics. But when an entire highly industrialized country 
suffers from semistarvation, orderly economic exchanges and divi¬ 
sion of labor become impossible. Continued search for additional 
food leads to a primitivization of all economic activity. People do 
more work, but the output in both industry and agriculture stag¬ 
nates. At the end of 1946, competent observers summed up the situa¬ 
tion in one sentence: “Reconstruction is a problem of calories.” 70 

The Effects of Industrial Disarmament on the Economy 

The debacle produced by the Versailles Treaty’s reparations pro¬ 
visions in the 1920s left an indelible impression upon statesmen and 
economists. Today, it is agreed by all that the treaty was unworkable. 
J. M. Keynes predicted the Versailles fiasco in his The Economic 
Consequences of the Peace, almost a decade before the statesmen 
recognized their folly. The breakdown %vas not caused because the 
Germans were ordered to make “cash reparations.” In fact, 40 per 
cent of the German government’s payments were made in kind. 71 
The Allied governments soon discovered that the only way the Ger¬ 
mans could “pay” was by maintaining a favorable trade balance, by 
borrowing abroad, by liquidating investment abroad, or by making 
payments in domestic currency. That commercial policy intensified 
competition throughout the world; it aggravated the unemployment 
situation in reparations-receiving countries; and it disrupted the 
British, French, and American export markets. After World War II, 
Western statesmen were determined to pursue a more sensible policy. 
They strove not only to avoid a situation that would cause the van¬ 
quished Germans to begin to compete furiously again on the world 
markets, but above all to insure that the taking of reparations would 
restructure German industry in such a way that it could never wage 
another war. In other words, reparations policies were “centered 
’round security.” 72 

To take away from Germany forever the sinews of war required 
the destruction of the industrial- power of “the eternal warmonger 
among nations,” as Germany was called at that time. Effective elind' 
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nation of its industrial war potential was deemed indispensable In 
the name of security a gigantic dislocation, in the nature of an indus¬ 
trial pogrom, was advocated.” Germanophobia was so much in vogue 

throughout the world that almost nothing was considered too puni- 
tive for Germany. 

The most far-reaching proposal for the elimination of the war 
potential of German industry was developed by Henry Morgenthau, 
Jr., the wartime Secretary of the Treasury of the United States. In 
the view of one observer, it was the “crudest reparation scheme 
malevolent planning could devise. 74 Morgenthau felt that so long as 
Germany had heavy industries there would never be peace in the 
world. To eliminate Germany as a potential aggressor, the Morgen¬ 
thau proposal called for the complete destruction of the country's 
metallurgical, chemical, and electrical industries within six months 
after the end of World War II . 76 All factories were either to be blown 
up or dismantled and sent to the victorious countries as reparations; 
all coal mines were to be flooded and the entire Ruhr Valley turned 
into a “ghost territory.” The Ruhr was, in effect, to be “put out of 
business,” wiped out as an industrial area, regardless of what hap¬ 
pened to millions of Germans . 70 Subsequently this proposal was offi¬ 
cially accepted in a somewhat modified form by Roosevelt and 
Churchill at the Second Quebec Conference in September 1944. 
Shortly thereafter, however, both Churchill and Roosevelt repudi¬ 
ated the plan. Nevertheless, its basic principles dominated official 
thinking in Washington for almost six years after the defeat of 
Hitler’s Thousand-Year Reich. Government officials in both America 
and Great Britain continued to treat Germany in “moralizing cate¬ 
gories” and the public-opinion makers remained fixed in the stereo¬ 
types established in the “hate the Germans” milieu of the two world 
wars . 77 

When the United States Army took over its zone of occupation, 
the widespread feeling among Americans at home and in the military 
government was that Germany “should be reconstructed on an agri¬ 
cultural basis, with industry drastically curtailed.” 75 The economic 
policy for the American occupation zone was clearly spelled out in 
a directive of the Joint Chiefs of Staff (JCS 1067) in April 1945. 70 
This directive, which for two years remained nominal law for Amer¬ 
ican military government officials, was aimed at keeping Germany 
down and making sure that it could never wage another war. This 
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normative orientation of the American occupation policy rested on 
the assumption that the “incurably bellicose'’ Germans could not be 
trusted and that Germany must be made “so impotent that she can¬ 
not forge the tools of war.” 80 Further, destruction of German indus¬ 
try was initially regarded as a potential blessing to the rest of the 
European economy. Thus, in the early stages of occupation, the 
Americans gave moral reasons among other rationalizations for the 
plea to engage in large-scale industrial dis-development of Ger¬ 
many. 81 The specific objectives of the American occupation were 
given as industrial disarmament, demilitarization, denazification, and 
adm inis trative decen tral i za tion. 8 2 

To implement the industrial program, which had priority over 
reparations, Paragraph 32 of the directive of the Joint Chiefs of Staff 
permitted only minimum industrial production of iron and steel, 
nonferrous metals, machine tools, radio and electrical equipment, 
automotive vehicles, heavy machinery, and their related parts. 
Furthermore, to debilitate German potential in physics, chemistry, 
and engineering, the framers of JCS 1067 spelled out in detail tech¬ 
niques of “technological disarmament.” Paragraph 31 prohibited 
virtually all research activities and required abandonment of all 
laboratories, research facilities, and similar technical establishments, 
except those considered necessary for protection of public health. 
In addition. Paragraph 8 prescribed arrest categories for security 
reasons on the basis of position held, and “not the particular culpa¬ 
bility of the individual occupying the position.” 83 Many German 
businessmen and government officials were taken into custody for this 
reason. According to Robert Murphy, at the time when the U.S. 
forces moved into their zone of occupation JCS 1067 had supposedly 
prescribed thirty-three automatic arrest categories, mostly on ac¬ 
count of membership, high or low, in a Nazi organization. . . .” 84 
Those who remained free were subjected to the removal-from-office 
program that virtually denuded the German economy and govern¬ 
ment of skilled and trained manpower. 86 Even though JCS 1067 
permitted the arrest of important businessmen for security reasons, 
it said nothing about their punishment, 80 

The directive was such a strange document that General Clay's 
advisors William H. Draper and Lewis W. Douglas “were shocked 
by the detailed prohibitions . . . and Douglas supposedly ex¬ 
claimed that JCS 1067 "was assembled by economic idiots.” 87 
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No matter how brutal the initial American occupation policy was, 
the Germans took it comparatively well because they were fully 
aware how fortunate they were in having Americans for their con¬ 
querors instead of Russians. The initial, stringent form of JCS 1067 
determined the over-all policy in the American zone only in the fall 
of 1945; from then on, a drift in policy led eventually to formal 
repudiation of the directive in July 1947. However, as long as JCS 
1067 was not formally revoked and the lower administrative echelons 
in Germany and the various policy-making agencies in Washington 
(such as the State Department and the Foreign Economic Adminis¬ 
tration) were staffed by adherents of Mr. Morgenthau’s implacable 
policy, its provisions were enforced. 88 For this reason, U.S. Military 
Government officials were quite reluctant to take responsibility for 
allowing German plants to resume production or even to repair 
damages to prepare the way. The British were considerably more 
circumspect in their zone; they wanted no part of the American- 
inspired program of making Germany an industrially impotent 
nation. 89 

Beyond the various zones of occupation, the fiction of Germany 
“as a whole” still existed in the minds of public-opinion makers in 
London and New York, willfully blinded intellectuals, and bureau¬ 
crats. In 1945 and 1946, American officials in Berlin “were leaning 
over backward to get along with the Russians.” 00 Germany was still 
considered the proving ground for postwar Soviet-American coopera¬ 
tion. 01 Americans were frequently disposed to favor “the hardest 
possible economic policy vis-a-vis Germany.” 02 They were bent on 
bringing about substantial de-industrialization of the German econ¬ 
omy without regard for the consequences. And they pushed this 
policy, as one observer put it, “with more enthusiasm than knowl¬ 
edge.” 03 “Hard-nosed” attitudes toward Russians were immensely 
unpopular at that time. 01 

Security from future German aggression required that its war 
potential be thoroughly destroyed. The Potsdam Protocol charged 
the Allied Control Council of Berlin to prepare a plan for a “per¬ 
missible” future level of German industry and to determine which 
plants could be removed as reparations. This plan was to be ready 
within six months. 06 

The Allied Control Council experts released their document, a 
landmark of the intended industrial emasculation of Germany, in 
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March 1946; it was called the “Control Council Plan for Reparations 
and the Level of Postwar German Economy.” 00 The political aspect 
of security dominated the economic principles of this document, 
which called for the complete elimination of the aircraft and ship¬ 
building industries and a drastic reduction in the metallurgical, 
chemical, and engineering industries. The four Allies also agreed on 
a reduction in the German standard of living. 97 It has been estimated 
that the German prewar standard of living was “about thirty per 
cent above the European average (the United Kingdom and the 
USSR excluded),” 98 and it was anticipated that the German national 
income would probably amount to half of the prewar figure if the 
plan was implemented. 

In over-all terms, the Allied reparations plan aimed at reducing 
Germany's aggregate industrial production to roughly 55 per cent 
of its 1938 output. If this plan were to be put into effect the German 
living standard would be lower than that of 1932. 80 But nobody really 
knew whether this standard of living would be a ceiling or a floor. 100 
The reparations plan specified that some 1,600 industrial plants were 
surplus to Germany's future needs and “were consequently to be 
available as reparations.” 101 An American official, an economist by 
profession, who was very much involved in bringing this plan about, 
stated that the “task of deliberately reducing production and holding 
down the standard of living . . . went contrary to all habits of 
thought in the Western world,” 102 Or, in the view of Dr, Calvin B. 
Hoover, Director of the German Standard of Living Board in Berlin, 
the proposed plan “would have meant the permanent reduction of 
German productive powers even for peaceful purposes far below 
their prewar level.” 10s 

But this “Luddite-type” machine-smashing project was never im¬ 
plemented because the four incompatible Allies could not agree on 
setting up the necessary administrative agencies for treating Germany 
“as a whole.” The objectives of the British and American industrial 
disarmament policy changed substantially in mid-1947, when Gen¬ 
eral Clay, the U.S. Military Governor, was instructed from Wash¬ 
ington to proceed with the economic reconstruction of Bizonia in 
order to achieve a self-sustaining economy. The new directive, JCS 
1779, conceded that under the terms of the First Level of Industry 
Plan, Germany could neither become economically viable nor con¬ 
tribute her part to the economic recovery of Western Europe. 104 
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However, this document still called for reparations in the form of 
capital equipment to eliminate Germany's war potential; the "Mor¬ 
gen thau effect” was still influential. 

On August 19, 1947, the American and British military govern¬ 
ments released a new document, "The Revised Plan for Level of 
Industry in the Anglo-American Zones.” 106 This new plan officially 
admitted the bankruptcy of the former policy by stressing that the 
two united zones of Germany could not regain economic health 
under prevailing reparation procedures. The Revised Plan provided 
for the retention of sufficient industrial capacity to approximate 
roughly the 1936 level of industrial output and aimed at providing 
for a self-sustaining economy in the Bizonal Area and enabling this 
area to make an economic contribution to the rehabilitation of 
Western Europe. Consequently, the Revised Plan was significantly 
less restrictive than the initial Carthaginian measures. However, 
machines, plants, and equipment that should be declared in excess 
of the permitted industrial level were to be removed in the form of 
reparations. Accordingly, in the fall of 1947, the British and Amer¬ 
ican military governments published a list of plants or portions of 
industrial facilities available for reparations. For the Bizonal Area, 
682 plants were scheduled for dismantling. 100 From the heavily indus¬ 
trialized British Zone, 496 plants were on the removal list, the major¬ 
ity either steel-producing or steel-processing. Factories earmarked 
for removal were classified as either “war plants” or "surplus plants. 

On the part of the Western Allies, the logic of arguing for repara¬ 
tions in the form of plants and equipment, even as late as 1947, con¬ 
tinued to suffer from the restrictive and shortsighted mentality of 
those of the Morgenthau persuasion. They still claimed that Euro¬ 
pean security would be enhanced if certain “war plants were to be 
removed from Germany. Reassembly of such plants abroad, the argu¬ 
ment went, would accelerate the economic rehabilitation of the 
recipient countries and such removal would improve the West Ger¬ 
man cost structure. 107 Whatever the merits of these rationalizations 
or justifications, they sounded empty and artificial to German ears. 
After all, the U.S. Congress insisted that reparations removals from 
the French, British, and American zones could take place only if 
such removals would best serve the purpose of the European Recov¬ 
ery Program. However, the so-called surplus-plant loophole in the 
Marshall Plan framework enabled British and French and, to a \ery 
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limited extent, American policy-makers in West Germany to con¬ 
tinue the destruction of those plants. They proceeded to select and 
remove or destroy the best and most modern facilities, which could 
threaten certain French and British industrial interests. The Ger¬ 
mans felt that these removals were designed to eliminate competition, 
not existing “war potential.” 10D As one astute economist has ob¬ 
served, “Had the entire prewar potential of the western zones re¬ 
mained intact, it could not be worked without huge foreign imports” 
(of Taw material). 110 

Under the existing conditions of grossly inadequate steel capacity, 
the intended dismantlings of plants producing plate, hot strip, seam¬ 
less tubes, forgings, and electrical and stainless steel represented a 
substantial blow to Germany’s engineering industries. It was feared 
that “surplus” plant dismantlings might wreak havoc on the Euro¬ 
pean Recovery Program. For this reason, pressure mounted to stop 
reparations completely. In the spring of 1949, the Humphrey Com¬ 
mittee requested that 159 plants slated for reparations removal 
should be left in Germany. 111 Even after these concessions, the most 
efficient and significant German steel-producing units remained on 
the list for eventual removal or destruction. But the so-called Peters¬ 
burg Agreement between the Federal Republic of Germany and the 
Western High Commissioners on November 22, 1949, led to a virtual 
suspension of reparations. The death knell for reparations was 
sounded in the spring of 1951. However, the Petersburg Agreement 
stipulated that dismantled works should not be rebuilt without per¬ 
mission, nor could certain “sensitive” plants be expanded without 
the consent of the Allied Military Security Board. 112 

The Western powers received little in the way of reparations from 
the defeated western zones of the Third Reich. According to one 
.Allied source, at the final reckoning in 1951 the aggregate value of 
all plant removals, in terms of 1938 values, came to 708.5 million 
marks, or one-half their current worth. 113 Such meager reparations 
benefits were in marked contrast with the $2 billion actually paid by 
Germany during the first two years after World War I. 114 Because 
the plants dismantled were reckoned in terms of “residual values,” 
obtained after deductions for depreciation over a number of years, 
the Allied figures did not reflect adequately their true value, German 
valuations of the plants removed were considerably higher, ranging 
from 2 to 5.4 billion marks, allowing for price increases. 110 In terms 
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of existing industrial capacity, the Inter-Ailied Reparation Agency 
reported that actual removals came to 1.3 per cent, while German 
estimates ranged from 3 to 4 per cent. 110 According to Professor Rolf 
Krengel of the Deutsches Institut fur Wirtschaftsforschung, West 
Berlin, Allied dismantling in the western parts of Germany elimi¬ 
nated 5.7 per cent of the 1936 capacity. 117 His findings show that dis¬ 
mantling of entire plants in the producer and investment-goods 
industries constituted from 4 to 5 per cent of the existing 1945 ca¬ 
pacity, while corresponding values for the dismantling of equipment 
in the above-mentioned industries came to 10 and 15 per cent, 
respectively. 118 At the time of the currency reform of mid-1948, the 
fixed assets of West German industry “had a current value of 56,000 
million DM [Deutsche Mark] (at 1950 prices) which was still about 
the same as the average for 1939.” 110 The war damage was far greater 
“in its immediate effects on output than when measured by per¬ 
manent effect on the equipment itself.” 120 It was easy to put indus¬ 
trial plants out of action, but very difficult to destroy them 
completely. 

The short-term effects of dismantling might be measured in macro- 
economic and micro-economic terms. The former focus on the 
relationship between the removal of capital equipment and its 
impact on the level of employment and the Gross National Product. 
The micro-economic approach stresses the impact of the dismantling 
on a particular industry and its market structure. The important 
point, however, is that economic losses from dismantling were greater 
than the simple summation of all plants and equipment removed.]- 1 
Furthermore, the effects of destroying certain “bottleneck” industrial 
capacities and of forbidding their rebuilding were felt by many 
branches of industry. 

Twenty years after the end of the Allied industrial-disarmament 
program, it became evident that the wartime blanket bombings of 
German cities, the destruction of factories and farms in the course of 
the fighting in 1945, and the subsequent dismantling, demolition, 
and neglect of industrial facilities represented an accelerated capital 
destruction. Normally, all capital diminishes slowly and in stages 
through wear and tear, as John Stuart Mill observed; but war and 
other calamities greatly accelerate the pace. 122 During the first three 
postwar years, Germany's infrastructure, or social capital, in the 
form of roads, canals, communication systems, educational facilities, 
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government offices and bureaucracy, availability of skilled manpower, 
entrepreneurial talent, and “calculating spirit” on the part of the 
genera] public remained virtually intact, although latent* These 
factors could not be easily removed for reparations purposes. The 
massive bombings of German cities, however, swept away the rem¬ 
nants of the medieval towns and cities, with their winding streets, 
atrocious plumbing, and poor access roads. Today, of course, West 
Germany is a country of beautiful and modern cities, built after 
the wartime holocaust. Although difficult to measure, the spill-over 
effects of renovation on over-all productivity, in terms of better 
housing for the workers and easier access roads for industry, must be 
substantial. The aim of industrial disarmament was specifically 
directed at industrial capital and Germany retrogressed, as desired 
by the Western powers. For instance, the level of gross fixed assets in 
industry declined from DM 58.6 million in 1945 to DM 55.9 in 
1948. 123 

Here again, dismantling represented accelerated capital destruc¬ 
tion. It actually meant the replacement of old by newer equipment 
that eventually raised German output per machine or man and that 
gave German industry a competitive edge in the international mar¬ 
kets. 

What would have been the effect on West Germany's ability to 
make restitution and pay indemnification and collective compensa¬ 
tion to Israel, had the four wartime Allies not fallen out with each 
other? Had the Cold War not divided Europe and the world into two 
hostile camps, it is probable that the victorious Abies might have 
proceeded to emasculate Germany economically. In such a case, a 
so-called “Potsdam Germany” would have emerged by 1949, It would 
have been a country “without war potential,” lingering at a pre¬ 
scribed RM 3 billion level of exports and imports. 121 Economic stag¬ 
nation most likely would have led to political polarization, and the 
country would have been a trouble spot in the heart of Europe, 
poisoning the political atmosphere as much as did the Versailles 
Treaty after World War I. But more important, a semipastoralized 
Potsdam-type Germany would not have been able to generate any 
balance-of-payments surplus to pay the Jewish material claims. The 
German balance-of-payments miracle certainly would not have 
plagued the world, as it did in the 1950s and 1960s. A Potsdam 
Germany would have been the triumph of those who stoked the fires 
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of hatred and suspicion of Germany, but it would have done no serv¬ 
ice for those who suffered most from the biological warfare of the 
Nazi government: the jews. The Soviet Union would have been most 
happy to see the Ruhr Valley in shambles, but the Jews would have 
gone empty-handed. 

The incompatibility of the Allies necessitated the dropping of 
Morgenthauism by the American government. The emergence of an 
economically viable West Germany, the rump of what remained of 
the Third Reich, and in particular its spectacular balance-of-pay¬ 
ments strength, has made possible the payment to Israel of more than 
$2,5 billion in indemnification payments and collective compensa¬ 
tion. This never would have been possible had the four wartime 
A11 ies managed to create a postwar Germany along the lines suggested 
at Potsdam. The Jews, in that event, would have lost more than any¬ 
one else. 

Repressed Inflation and the System of Physical Controls, 1945—1948 

Military occupation during and after World War II built up a new 
kind of economic system: a retrogressing economy. 125 In most of the 
occupied countries where Hitler was building a new empire based on 
the German race, Nazi political hierarchy, and a self-sufficient econ¬ 
omy, Nazi Germany invented and perfected this system. The con¬ 
quered nations were assigned a role serving the German masters. 128 
Given this orientation, the Nazis practiced compulsory exportation of 
raw materials to Germany; they removed capital equipment and 
conscripted certain types of skills. In all occupied countries, price, 
rent, and wage controls, coupled with rationing, floor-space controls, 
and labor conscription, became the order of the day. The food rations 
were low, bringing about widespread malnutrition. Lack of raw 
materials resulted in considerable under-utilization of the available 
productive capacity. The standard of living declined sharply. Despite 
differences in over-all policy objectives, the Allies used almost iden¬ 
tical forms of direct or physical controls. The Nazis used such con¬ 
trols for purposes of economic exploitation; the Allies used them for 

the industrial disarmament of Germany. 

The Allied closure of the economic annals of the Third Reich in 
June 1945 was halfhearted. Though they eliminated the Domtz 
government, they preserved virtually the entire body of Nazi eco- 
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nomic legislation on fixing prices, wages, and rents; on rationing 
consumer goods and foodstuffs; on conscription of labor and the 
licensing of raw materials, capital goods, and intermediate goods; on 
compulsory delivery quotas in both industry and agriculture; on 
housing controls; and on foreign-exchange controls and the tight 
supervision of exports and imports* 

In recent history, direct controls have been used primarily either 
for economic mobilization during major wars or for purposes of 
“forced draft” industrialization (in the Soviet orbit). The Nazis used 
various combinations of direct controls for economic exploitation of 
the occupied countries in Europe. Had the four Allies been unani¬ 
mous on a policy of maximum reparations in kind, from current 
German production, they also could have employed direct controls. 
But organized restoration and renovation of German industry for 
purposes of reparations was abhorrent to Germany’s Western neigh¬ 
bors; they all dreaded the thought. Military security being the para¬ 
mount consideration of all the Allied nations in 1945, such a course 
was unacceptable. 

To make sure that Germany would not have the means to wage an 
aggressive war, the Allies decided on industrial disarmament; to 
implement it, tljey used the entire gamut of direct controls. The 
AI lies could have used a similar system of physical controls to exact 
the maximum of reparations, mostly from current production. Of 
course, such a policy would have meant rebuilding German industry. 
Direct controls would have assured that the population was ade¬ 
quately fed, the machinery and equipment kept in good working 
order, and incentives preserved. The rest of annual G.N.P. would 
have been surplus, which could have been used for reparations. Such 
a system would also avoid monetary chaos. If, furthermore, the 
victors could maintain a continuous high level of employment, the 
system of direct controls would enable them to collect substantial 
reparations. 127 Instead, their policy aimed at limiting output in most 
sectors of the economy and setting production ceilings in many indus¬ 
tries. Specifically, it curtailed drastically the output of the engineer¬ 
ing industries. At first, the industrial rollback was intended to affect 
most sectors of the economy, across the board, by roughly 50 per cent 
of a given base year. For instance, in the machine-tool industry, Ger¬ 
many was scheduled to retain only 11 per cent of its 1936 capacity, 
according to the 1946 plan. These projected disproportionate cuts 
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had far-reaching consequences. “Expanded reproduction," as it is 
known in the Soviet-type societies, implies that, first, the yearly 
rate of investment in heavy industry exceeds the rate of investment 
in light industry, and, second, the yearly investment rates in the 
machine-tool and other privileged industries exceed the investment 
rate of heavy industry as a whole. Since industrial disarmament was 
the opposite of economic growth, the announced disproportionate 
cuts in certain strategic industfies produced unexpected spill-over ef¬ 
fects throughout Europe. As a result, in 1946 and in 1947 the German 
industrial economy operated well below permissible levels. For the 
year 1946, the monthly average of industrial production of the com¬ 
bined British and American zones was one-third that of 1936; in 
1947, the average was 38 per cent. 128 

Another reason for the retention of the entire gamut of direct 
controls of the Nazi period was that without them it would have 
been impossible to control the existing inflationary potential. 120 
That meant, of course, that physical controls Were intended to pre¬ 
vent capital accumulation in the form of industrial plant and equip¬ 
ment out of the forced savings created in an open inflation. Stability 
of prices and wages, together with rationing, assured rough justice 
in the distribution of food. And since industrial disarmament im¬ 
plied a considerable cutback in production in many lines of indus¬ 
trial activity, the three-year-long stagnation of the bizonal economy 
under the postwar regimen of maximum prices lends considerable 
support to the view that, actually, physical controls were used to 
bring about the weakening of the German economy. 130 Since the 
actual reparations removals were small, the reason for low-key pro¬ 
duction was lack of effective utilization of existing capacity. Ex- 
Chancellor Ludwig Erhard once explained that the low-key 
production prevailing up to mid-1948 would have enabled every 
German to buy “one plate every five years; a pair of shoes every 
twelve years; a suit every fifty years.” 131 Near-starvation made a 
mockery of efforts to increase production to the permissible levels 
because people were primarily concerned with getting more food. 
Since nobody really knew which plants would eventually be removed 
or destroyed, entrepreneurial initiative was virtually crippled; the 
Germans simply marked time. 

To keep the inflationary potential in check, the Western powers 
retained price and wage controls and rationing of all essential goods. 
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The unconditional surrender of the Nazi armies destroyed all hope 
for full convertibility of wartime savings into goods. The protracted 
negotiations on currency reform destroyed the Reichsmark as a store 
of value, although it remained a “unit of account.” It was rumored 
that up to 90 per cent of the existing money supply would be de¬ 
stroyed by monetary conversion. Fear that existing monetary claims 
would be drastically scaled down resulted in a flight, by individuals 
and by business, from the Reichsmark into material values. 132 When 
1946 arrived, the hoarding of goods had become an accepted 
feature of the economic landscape in the bizonal area. The U.S. 
Military Governor reported month after month that companies were 
keeping unusually large inventories of raw materials and finished 
products because of the uncertain currency situation. 133 Various Ger¬ 
man chambers of industry and trade also reported that the widely 
expected currency reform was the principal reason for hoarding. To 
preserve the working capital of the firm, everybody kept as much in 
the form of goods as possible, and a reluctance to sell was wide¬ 
spread. 13 * 

Given the unsettled currency situation, the German business com¬ 
munity pleaded forcefully and eloquently that hoarding of consumer 
goods was indispensable to the success of any future currency reform. 
Many high German administrators, including Ludwig Erhard, 
openly encouraged the storing of consumer goods. In fact, hoarding 
increased the appearance of success of currency reform, since it had 
the effect of heightening inflationary pressure in the period preceding 
currency reform, during which goods were held off the market, and 
of causing goods to be released when the new money arrived. 

It is difficult to quantify the extent of hoarding out of current pro¬ 
duction during 1947 and the first half of 1948, but it is safe to say 
that 50 per cent of current output either went into inventories or 
was used for bartering purposes, the other 50 per cent being pro¬ 
duced for the legal market. 135 Workers entitled to “incentive" goods, 
such as coal miners and railway employees, consumed almost the 
entire legally available output of consumer goods, leaving nothing 
for the average German. 180 With material values preferred to 
monetary values, the cigarette emerged as new currency, without its 
being legal tender. Cigarettes frequently bought goods the Reichs¬ 
mark could not and were preferred to it. In fact, the cigarette became 
such “good" money that it drove out, to some extent, the “bad," 

The Reichsmark remained a unit of account and a medium of 
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exchange, although it bought virtually nothing more than the highly 
inadequate food ration. Distrust of its future value led, especially 
during the last half of the year prior to the currency reform, to 
flagrant hoarding of goods. 137 Under the prevailing administrative 
near-chaos, the interests of the business community ran counter to 
the wishes of the consuming public, and in the absence of a strong 
hand it was impossible to cope with the hoarding spree. The Allied- 
imposed price freeze at the Nazi level did its share to turn the Ger¬ 
man economy into chaos. The zonal split, shortages of fuel and power, 
low productivity caused by malnutrition, lower output per machine 
caused by obsolescence and lack of repairs, the damage to industrial 
plants, and over-all stagnation of West German industry—all com¬ 
bined to produce sharply raised production costs. And with legal 
prices often much lower than the costs of production, losses were 
inevitable. 

For the time being, however, the Allies were unwilling to revise 
prices upward; hence the only way for a firm to avoid financial ruin 
was to circumvent the outdated price-freeze by manufacturing “new,” 
formerly unknown goods. During the three years from the surrender 
to currency reform, more than 5,000 price increases were granted, 
mosdy for the production of “new" goods. 138 Ash trays, fancy lamps, 
dolls, chandeliers, and other low-utility items poured forth while the 
production of cups, pails, pots, knives, forks, plates, needles, shoe¬ 
laces, and other daily necessities stagnated, 130 The price-freeze made 
the incentive to produce directly inverse to the social utility of the 
product. The more useless a proposed “new” product, the greater 
the probability that it had not been available before the war and 
thus the easier to get the authorities to agree to a profitable price. 
As a result, the Western zones of occupation before currency reform 
had what one Swiss economist called a “hair-oil, ash-tray, herb-tea, 
economy.” 110 The German economy was at the end of its rope, so to 
speak. In the view of The London Economist, the first three postwar 
years were “utter economic hell." 141 

Mid-1948: The New Phase of Economic Reconstruction 
and Political Integration with the West 

By 1946, the industrial production of Western Europe was down 
to two-thirds of the 1938 level. With the Ruhr almost not function¬ 
ing, the prewar pattern of European economic integration and intra- 




72 


West German Reparations to Israel 


European division of labor was in fact destroyed and a high degree 
of economic fragmentation, similar to conditions prevailing in the 
depressed early 19S0s, reappeared. 142 For more than half a century, 
Germany had been intimately involved in the health of the European 
economy. The prosperity of the Low Countries, Italy, Denmark, 
France, and Sweden had been inextricably tied to the prosperity of 
Germany, which was a supplier of a great variety of industrial goods, 
coke, and coal, as well as a purchaser. If Germany could not produce 
and sell capital goods to the Italians, the Dutch, the Danes, the Nor¬ 
wegians, and the French, then these nations, in turn, could not sell 
their goods to Germany. This meant that the intra-European division 
of labor, the basis of prewar European economic well-being, would 
come nearly to a hal t, which is precisely what happened. 

The Morgenthau-oriented occupation policy inflicted hardships 
not only on the defeated Reich, but on the other Western European 
nations as well. Keeping Germany in economic chains meant keeping 
Europe in rags, as former President Herbert Hoover said of Amer¬ 
ican policy in Germany in early 1947. 143 The Western European 
balance-of-payrnents position deteriorated constantly. In the absence 
of supplies of German capital goods, Western European nations were 
forced to import from America, but their ability to export was seri¬ 
ously out of balance. Furthermore, prewar earnings from overseas 
investments were gone, and Western Europe was critically short of 
United States dollars. 

In 1947 the economic difficulties were compounded by political 
instability, especially in Italy and France. 144 With Moscow openly 
threatening America’s position, Washington feared that communism 
might spread in Western Europe and take possession of the Ruhr 
Valley, the industrial hub of Western Europe. To forestall that pos¬ 
sibility quickly and effectively, Congress passed a large-scale assistance 
program, called the European Recovery Program or Marshall Plan, 
which was to run from April 1948 to December 1951. Thus, the 
Americans eventually set up what that old Germany hand, John 
Maynard Keynes, had demanded during World War II: . . a Re¬ 

construction Fund to be supported by the United States, on terms 
of unprecedented generosity, as soon as Hitler was overthrown, to 
prevent the spread of communism in Germany.” 140 

The basic objectives of the ERP were to increase the production 
of the participating Western European countries and to solve their 
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balance-of-payments problems. The quickest way to raise industrial 
production was to eliminate the basic causes of postwar dislocation 
and economic distress by putting the Ruhr Valley back into produc¬ 
tion. In the early months of 1948, the American government decided 
to integrate the Western parts of Germany economically and polit¬ 
ically with the West. The first steps taken to implement the new 
American-led policy of integration were the currency and economic 
reforms of June 20, 1948. 140 It was these reforms which ended the 
“three nightmare years.” 147 The Germans themselves had nothing 
to do with this drastic policy change on the part of the victors. In 
fact, it might be said that German geography did it for them. For the 
motivation of the Western Allies was inspired by the desire to make 
sure that the new Germany did not go communist or become a 
neutral country. 

The salient feature of the monetary reform was a drastic contrac¬ 
tion of the currency supply. In fact, RM 122.4 billion were presented 
for conversion in June 1948. 14f Initially, 10 per cent of the Reichs¬ 
mark holdings were to be converted into the new Deutsche Mark, 
but later on certain cancellations were made, so that the net effect 
resulted in a new conversion rate of 100:6.5. This scaling-down 
applied to savings accounts as well as to demand deposits and led to 
much bitterness among fixed-income receivers. With one stroke of 
the pen, so to speak, the former “waiting purchasing power" was 
eliminated. 140 But the introduction of a new currency was the first 
prerequisite for the revival of the economy. 

The much more important question of whether to create a produc¬ 
tion-oriented or a demand-oriented economy was settled in favor of 
the former by Ludwig Erhard, at that time Director of the Bizonal 
Department for Economic Affairs. 150 He reckoned that by eliminat¬ 
ing the price ceilings on many goods he would liberate the economy 
from stifling bureaucratic controls, and supply would increase and 
make the economy viable again. On the day of the currency reform, 
400 items were removed from price controls; and a month later, 90 
per cent of the price ceilings in existence since 1936 were abol¬ 
ished. 151 The economy was given a chance to test its competitive 
vigor in an atmosphere that heavily favored the producei and the 
seller. 

The impact of currency reform was profound. It elevated the spirit 
of the hungry and defeated people overnight. On Monday, June 21, 
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1948, Germans went on a spending spree. 102 Over the weekend, 
hoarded goods were displayed in shop windows and sold for the 
new marks, without any coupons or purchase permits. The new 
mark, at least for manufactured and decontrolled goods, was endowed 
with legal purchasing power only. Before decontrol, when the pur¬ 
chase of a shirt, for example, required both currency and a permit, 
the mark had legal and illegal purchasing power. Now, it was a 
thrilling sensation for shoppers to be able to buy goods they had 
wanted for years. 

For the time being, however, all essential foodstuffs and raw ma¬ 
terials remained price-fixed; also, rent controls and the strictest 
floorspace controls remained on the books because of the unbeliev¬ 
able overcrowding. All wage controls were retained as well, 163 

The economic and currency reforms created strong incentives for 
businessmen at the expense of the economically weak and unpro¬ 
ductive classes who lived on fixed incomes. To eliminate the vast 
stores of manufactured goods left over from the period before cur¬ 
rency reform, the business community was given a very small quota 
of new marks on the day of the currency reform. To obtain working 
capital, businesses had to unload hoarded goods. Credit was kept 
strictly rationed by a newly created Central Bank. Some tax relief 
was also accorded the business community. In short, all the active, 
ambitious, and daring elements of Germany were encouraged to 

make as much money as possible. 

Industrial production rose rapidly, accompanied by a rapid in¬ 
crease in prices and a substantial growth in registered unemploy¬ 
ment. But Western-occupied Germany had no indigenous raw ma¬ 
terials, except coal, and was a grossly food-deficient area. For the 
time being, it had virtually nothing to export and, for this reason, 
American and British authorities had to assume responsibility for 

keeping the economy on an even keel. 

Introduction of the new currency was the first step in the over-all 
integration of the new German state with the West, but vengeful 
military bureaucrats still could not grasp the essential policy change 
in Washington and London. The bureaucracies still thought and 
acted in stereotypical wartime fashion—that is, in terms of control¬ 
ling “die unheimlichen Deutschen” (the unspeakable Germans). 
For their part, American authorities were eager to keep Germany 
as a buffer against the Soviets. 151 They wanted to make sure that the 
new Germany would not make a deal with the Soviet Union to ex 


From Ruin to Reconstruction; 1945-1952 


75 


change reunification for neutralization and thus, de facto, destroy 
the incipient North Atlantic Treaty Organization. 

Alongside preparations for economic reconstruction went politi¬ 
cal reorganization. The first and probably the most important step 
was the Allied-sponsored fusion of the American and British zones 
of occupation. This merger had taken place on January 1, 1947. 
At that time the Allies hoped that pooling the resources of the two 
zones would produce considerable economic benefits. London and 
Washington argued that this merger should be considered as a first 
step toward the economic unity of the entire country. And after the 
failure of the Moscow Conference on Germany in March 1947, the 
American and British military governments began negotiations on 
strengthening the bizonal administration. In May of the same yeaT, 
an Economic Council and an Executive Committee and five execu¬ 
tive directors were created. 155 

The Economic Council consisted of fifty-two members, elected by 
the legislatures of the Lander in proportion to their division by 
parties and in the ratio of one member for each 750,000 of popula¬ 
tion. 158 The Council was to enact the necessary ordinances to cover 
all permitted fields of economic reconstruction. These ordinances 
were binding upon the Lander for implementation, because the new 
bizonal agencies still had no executive organs of their own. Every 
piece of legislation of the Economic Council had to be approved 
by the Allied Bipartite Board. The Germans were still living under 
a conqueror's regime up to the fall of 1949. 

After currency reform, reorganization of the government pro¬ 
ceeded quickly. On May 8, 1949, the Parliamentary Council ratified 
the draft of what soon became the German constitution, the Basic 
Law of the Federal Republic. In August, Dr. Adenauer won the first 
Federal election and became the first Chancellor. The first Minister 
of Economics was Ludwig Erhard, and the first Minister of Finance 
was Fritz Schaffer, to mention only two high appointments. The 
British and American military governments were replaced by a 
civil administration. In place of the military governors, the Allied 
High Commissioners became the chief officers of the occupation 
regime. On the American side, the High Commissioner was John J. 
McCloy, well-known New York banker and lawyer. 11 ' Sir Brian 
Robertson represented the United Kingdom, and Andr£ Fran^ois- 

Poncet was the French High Commissioner, 

In November 1949, Chancellor Adenauer and the Allied High 
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Commissioners signed the Petersburg Agreement, which granted the 
Federal Republic of Germany the right to establish consular offices 
abroad, reduced the number of plants to be dismantled, and re¬ 
moved restrictions on building ships of over 7,200 tons. 168 The Allies 
stressed that the new Germany was to be brought into the com¬ 
munity of nations as an equal partner. Nevertheless, the Federal 
Republic of Germany was still not in a position to determine its 
own foreign policy. In this field it was completely dependent upon 
the Americans. That was the price Chancellor Adenauer paid for 
the political integration of the new Germany with the West as an 
equal member, the most important goal of his entire diplomatic 
activity . ien Indeed West Germany was not to become a fully sover¬ 
eign state until May 5, 1955. 


The Balance-of-Payments Struggle and the 
End of Reconstruction, 1949—1952 

The Federal Republic was created and kept going by Marshall 
Plan funds. Nobody really knew whether the new Germany would 
be able to pay its way after the end of the Marshall Plan inT952. 100 
Many Germans were very skeptical. The future course of balance 
of payments was the most difficult item for them to reckon with. 
Yet the new policies of widespread industrial decontrol, tax relief, 
and currency reform were to bring immediate results. 

In June 1948, the industrial production index stood at 54 per cent 
of the 1936 level; by December it had risen to 79, an increase of 46 
per cent! The total production index for 1948 was 63 per cent of 
the 1936 level; in 1949, it rose to 89.8; in 1950, it stood at 113.7, 
by 1951 it had reached 136: 161 truly a remarkable and rapid growth 
in industrial production. However, to keep the revived industry 
going, the Federal Republic needed foreign exchange for the im¬ 
port of raw materials and foodstuffs. From the fall of 1945, British 
and American funds had kept the Germans alive to the extent that 
millions of them owe their very lives to the unprecedented gener 
osity of their erstwhile enemies and conquerors. On the other hand, 
during the first three years of occupation, when the policy of indus 
trial disarmament was in force, the Western occupation zones ex 
ported coal and other available raw materials, especially timbei an 
scrap. The available figures for 1946, 1947, and the first half of 19 


From Ruin to Reconstruction: 1945-1952 


11 

show that the combined Anglo-American zone was transformed from 
a raw-material importing area into a raw-material exporting area. 

This complete reversal of the prewar pattern of trade was indica¬ 
tive of the postwar economic dislocation in the Western parts of 
Germany. In 1936, for instance, 80 per cent of the Third Reich’s 
exports consisted of manufactured goods apd only 9 per cent took 
the form of raw materials, primarily coal. In 1946, on the other 
hand, raw materials exports constituted 90, and in 1947, 79 per cent 
of the total. 162 

The Western occupation authorities not only denuded the bi¬ 
zonal economy of raw materials, but they also underpriced German 
exports. For instance, from May 1945 to September 1947, German 
coal was exported at $10.50 a ton, while the world price fluctuated 
between $25 and $30 a ton. 103 In September 1947, the Allies raised 
the coal export price to $15 a ton, still from $5 to $7 less than the 
price of Polish and American coal. Estimating that some 25 million 
tons of coal were exported in this period, the net loss of hard- 
currency proceeds was roughly $150 million. During 1946 and 1947, 
the import surplus was $483 and $525 million, respectively. 104 Mas¬ 
sive injections of Marshall Plan funds in 1948 and 1949 raised the 
import surplus to $946 million and $1.1 billion for those years. 105 
For the entire period, the import surplus amounted to the stupen¬ 
dous sum of $3.1 billion; in 1949 alone, after recovery was well 
under way, the import surplus was still more than $1 billion a year. 

The revival of German industrial exports was difficult. From 1947 
on, the entire export business was in the hands of the Allied Joint 
Export and Import Agency. One commentator observed that the 
“fabulous complications of licensing did their share to discourage 
export business.'' 100 Low prices paid by JEIA to the exporters was 
another export-inhibiting factor. 107 However, after December 1, 
1948, German firms were freed from many bureaucratic hindrances, 
and the 1949 export proceeds amounted to over $1 billion. 108 But 
the Federal Republic of Germany was still far from self-sufficiency. 

During the first year of the Marshall Plan—that is, up to mid- 
1949—West Germany had received in aid a massive injection of 
$600 million worth of food, raw materials, and industrial machinery, 
which refilled the empty industrial pipelines and created some food 
stocks. 100 Despite this unprecedented generosity, however, the future 
of West Germany's industry was by no means certain. 
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Although the United States government wanted to see the Federal 
Republic firmly established within its political orbit, various bu¬ 
reaucracies were slow to adjust themselves to the requirements of 
the new policy. France, because of its innate fear of “les bodies,” 
was particularly apprehensive about the establishment of the Ger¬ 
man Republic. To assuage French fears, the Americans agreed to 
the formation of the International Authority for the Ruhr. 170 An 
agreement to this end, signed on April 28, 1949, had as its basic 
objectives to keep a lid on German industry and to control coal 
exports from the Ruhr. 171 By the terms of the agreement for the 
Ruhr International Authority, the Germans were not only given 
unequal voice in voting arrangements but, worse, they were in no 
sense even treated as equals. It was only after the signing on April 
18, 1951, of the treaty establishing the Schuman Plan that all re¬ 
strictions on steel production were lifted and the Germans became 
economic equals in a quasi-sovereign state. 

By mid-1950, Marshall Plan deliveries had amounted to more 
than $1 billion. 172 But the Germans were hamstrung by the fact 
that while it is easy to expand domestic output, it is difficult to ex¬ 
port. 173 The need for rapid expansion of exports was particularly 
pressing because, in 1949, West Germany had 21 per cent more 
people than lived in comparable territory in 1936, but the volume 
of exports was still only 40 per cent of the prewar level; 174 particu¬ 
larly ominous was the fact that 20 per cent of all exports continued 

to be raw materials, primarily coal. 175 

In 1950, the Korean War led to a world-wide scramble for raw 
materials. When prices soared, the Germans had to pay higher costs 
for raw materials and semifabricates. Higher import prices in re¬ 
lation to given amounts of exports are generally referred to as 
deteriorating terms of trade. In December 1950, the price index for 
the import of raw materials was 400 per cent compared with 1936, 
while the price index for the export of finished goods was only 251 
per cent. 170 These divergent trends augured ill for the development 
of foreign trade. For the time being, however, West Germany was 
still receiving dollar aid from Marshall Plan funds. In 1951, the 
growth of German exports slowed down and it was feared that West 
Germany's export power had “reached a point which, for the time 
being, cannot be surpassed.” 177 Exports apparently could not be 
expanded because of bottlenecks in the production of coal, iron, 
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steel, and energy. 176 The German authorities feared that, in 1952, 
after the end of Marshall Plan aid, the dollar gap would become 
very conspicuous because throughout 1951 more dollars were needed 
than were earned. 170 In the first quarter of 1952, the import surplus 
from the dollar area was still $180 million. 160 

The Germans knew that by 1952 West Germany had to become 
economically independent, but how the necessary rapid expansion 
of exports would be accomplished with the prevailing rate of ex¬ 
change of 30 cents for the Deutsche Mark, nobody was able to fore¬ 
tell. In the view of many experts, the DM was considerably over¬ 
valued and this Allied-set exchange rate was “the greatest single 
handicap for German exports,” 181 at least for the time being. It 
may be recalled that in 1949 the Allies devalued the West German 
mark by 20.6 per cent as compared with 30.5 per cent for the British 
pound sterling. 182 By so doing, German goods were made relatively 
more expensive abroad than the British goods, while domestically 
imports into Germany rose less in price than did imports into the 
United Kingdom. In addition to gloomy forecasts about the future 
ability of the Federal Republic to earn enough foreign exchange 
to pay for the indispensable imports, the domestic situation was 
tense on account of high unemployment. 

Immediately after the currency reform of mid-1948, many for¬ 
merly employed in name only were compelled to make an honest 
living. In spite of rapidly rising industrial production, unemploy¬ 
ment rose from about half a million in June 1948 to 1.28 million 
in June 1949. 183 In proportion to the total number of wage and 
salary earners, unemployment fluctuated as follows during the next 
five years: 194 


Year 

Percentage 

Unemployed 

1949 

8.5 

1950 

10.3 

1951 

9.0 

1952 

8.4 

1953 

7.5 


Unemployment was particularly heavy among the refugees and ex¬ 
pellees. In March 1949, for instance, this category accounted for 
37 per cent of total unemployment. 165 At the end of 1952, the pro- 
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portion of expellees among the unemployed in West Germany was 
still 29.5 per cent. 180 

Despite considerable exhortation by American economic advisers 
to do something about the high level of unemployment, Minister 
of Economics Erhard opposed all advice on “artificial” stimulation 
of the economy by way of a public works program. 187 He believed 
that a stable currency was much more important than full employ¬ 
ment. Rapid increase of production, to him, was of greater signifi¬ 
cance than the academic preoccupation with “fair shares.” For this 
reason, his monetary and fiscal policy favored all productive groups, 
while the unproductive groups were kept alive by the comprehen¬ 
sive social security system. Increasing production arid safeguarding 
the stability of the Deutsche Mark were the two basic goals of the 
German economic policy. 

By June 1952, West Germany had received $1.5 billion in Mar¬ 
shall Plan Aid, 188 but the Gross National Product, per capita, was 
still 6 per cent below the level of 1938. 189 Nevertheless, from May 
1945 to September 30, 1950, the various German states and the 
Bundesrepubtik paid out a total of RM-DM 24,819 billion in occu¬ 
pation costs; and from October 1, 1950, to the end of the budget 
year 1952—1953, an additional DM 19,274 billion were so spent. 100 
To be able to meet these expenditures demonstrated that, by the 
end of 1952, West Germany was economically a going concern. The 
country was also on the way to near-sovereignty politically. How¬ 
ever, political and economic recovery were incomplete without 
moral recovery. In most parts of the Western world, West Germany 
was still considered a pariah among nations. Public-opinion makers 
continued to write editorials and make movies in terms of the war¬ 
time stereotypes. The legacy of the Third Reich weighed heavily 
upon Bonn’s shoulders. ' "he German escutcheon was still covered 
with disgrace and infamy, and the revolting vision of the furor 
teutonicus remained deeply ingrained in millions of minds. 

Only a bold, fresh, sincere, and massive effort could soften the 
prevailing antagonism against the Germans in many other countries, 
especially America and England. 191 Bonn’s ratification of the Luxem¬ 
burg agreements of September 1952 was the first step toward a better 
public image of the Federal Republic abroad. The meticulous and 
sincere implementation of the “conscience reparations” that was to 
follow would bring added respect to the Bonn government. 


4 


The Moral Question: 

To Claim or Not to Claim? 

The issue of restitution and compensation for European Jewry was 
raised formally in the United' States in the spring of 1940, when the 
American Jewish Committee appointed a Committee on Peace Stud¬ 
ies under Professor Morris R. Cohen. 1 His charge was to conduct 
research on the promotion of “a more intelligent understanding of 
the Jewish situation and aid in the defense of the rights of Jews 
in the free forum of the world’s conscience, as well as to formulate 
the necessary plans for its execution.” 2 In March 1941, the Institute 
of Jewish Affairs of the World Jewish Congress was established as 
a research agency in Jewish war and postwar problems, with Dr. 
Jacob Robinson in charge. 3 In the same year, Dr. Nahum Goldmann 
broached this problem at an assembly of the World Jewish Congress 
in Baltimore.' 1 At that time Nazi Germany stood at the peak of her 
power and military success. Most Germans believed that Hitler’s 
armies were invincible. German tanks had annihilated Poland, 
crushed the French, and swallowed up all of the Balkan states. Most 
of the western part of the Soviet Union was under German occupa¬ 
tion, and Moscow and Leningrad were expected to fall any day. 
Despite this gloomy outlook, Dr. Goldmann raised questions based 
on the eventual destruction of the Third Reich, liberation of Nazi- 
occupied countries, and payment to former owners of compensation 
for or restoration of Nazi-sequestrated property. 

The first official declaration on the postwar restitution problem 
Was made by eighteen Allied governments meeting in London on 
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January 5, 1943.° At that time the Allies warned the Germans that 
they would have to return all property seized, for whatever reason, 
no matter how such sequestrations had been legalized. 

As the war went on, a number of Jewish scholars, chiefly refugees 
from Germany residing in the United States, Palestine, and Eng¬ 
land, worked intensively on the postwar claims against Germany. 
This work acquired a sense of urgency when the Allies turned the 
fortunes of war against the Axis Powers. 

In the fall of 1943, Dr. George Landauer, an influential German 
Zionist living in Palestine, wrote a memorandum in which he 
stressed that, after the victory, Jews as a nation should be allowed 
to press claims against Germany. 0 He was aware that it would be 
extremely difficult for the victorious powers to recognize a collective 
demand, but since the Jews and Germans had special accounts to 
settle the claim had to be made. In fact, he elevated this objective 
to be the principal goal of the political activity of the Jewish 
Agency. 7 

In support of Dr. Landauer’s work, Dr. Siegfried Moses, future 
comptroller of the State of Israel, published a small pamphlet on the 
subject early in 1944.® In it he raised questions of restitution and 
compensation and made concrete proposals for their implementation. 
Dr. Moses emphasized that in 1944 the Jews were a nation without 
a state and thus not subject to international law.® Yet, he argued, the 
Jews had a collective claim against Germany based on a moral justi¬ 
fication rather than a legal one. He further insisted that the Jewish 
community of Palestine should be the creditor of that collective 
claim. 10 Gillis and Knopf also argued that all the property of the 
so-called “absent persons” should not be allowed to revert to the 
successor government of Germany, but instead should go to help 
build up Palestine, in the form of a collective Jewish claim. 11 

To insure that Jewish refugees from Germany would have ade¬ 
quate representation in pressing their claims after the war, Dr. Moses 
was instrumental in setting up in December 1944 the Council for 
the Protection of Rights and Interests of Jews from Germany. 12 The 
influence of his work on the terms of the Shilumim Agreement and 
on West German legislation providing individual compensation was 
of inestimable importance. Dr. Felix E. Shinnar, first head of the 
Israel mission in Cologne, said of Dr. Moses’ pamphlet that eight 
years before the Luxemburg Treaty it had already settled virtually 
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all basic aspects of the German reparation (Wiedergutmackung). 
According to Shinnar, Dr. Moses analysis demonstrated the reality 
as well as the vision of what was possible, and this paved the way for 
the success of the Shilumim operation, 13 

The problem of restitution, that is, the return of identifiable 
property, was not very difficult because there had been several major 
cases of restitution in modern history that could serve as models for 
Jewish postwar restitution claims. For instance, the Peace of West¬ 
phalia of 1648 contained clauses for restitution of confiscated prop¬ 
erty; and after Napoleon’s downfall, the restoration of the Bourbon 
dynasty returned 1 billion francs worth of expropriated property. 14 
But cases of restitution had also occurred in antiquity. 10 

The problem of how to obtain idernnification for irrecoverable 
Jewish property was much more difficult. But regardless of the pre¬ 
vailing legal difficulties, most Western Jews felt that their claims 
against the successor government of the Third Reich would be based 
on legal as well as moral grounds. For example, the Swiss Jewish 
Community, in a memorandum in October 1944, stressed that the 
Germans would have to make restitution and pay individual as 
well as collective compensation. 10 The formal inheritance laws were 
to be disregarded; all Jewish property with “absentee or missing 
owners” was to be claimed and the proceeds used for “collective 
Jewish reconstruction work.” 17 At the War Emergency Conference 
of the World Jewish Congress, in November 1944, Dr. Goldmann 
demanded that all Jewish property be restored and that a Jewish 
commonwealth be established. 18 During the same conference, Dr. 
Moses made the point that idernnification was the first and foremost 
political problem of Jewish organizations. 10 Indemnification was to 
be demanded in the form of individual claims, claims of Jewish 
communities, and the collective claim of the Jewish people as a 
whole. The proceeds of the latter category were to be used for the 
rebuilding of Palestine as the Jewish national homeland. Dr. Noah 
Barou, the dynamic and distinguished vice-president of the World 
Jewish Congress, British Section, also reiterated that Jewish or¬ 
ganizations demanded, among other things, claims for general dam¬ 
ages from the successor government of the Third Reich for the 
same purpose. 20 The demand for postwar compensation for general 
damages, caused by the genocidal warfare of Nazi Germany against 
**11 Jews, was a res nova } based on moral grounds. According to Dr. 



84 


West German Reparations to Israel 

Goldmann, it was a truly revolutionary concept. 21 The conference 
also decided to request UNRRA (United Nations Relief and Re¬ 
habilitation Administration) assistance for European Jews of ex¬ 
enemy nationality, 22 

That same year, Dr. Nehemiah Robinson, head of the Institute of 
Jewish Affairs of the World Jewish Congress, a refugee from Lithu¬ 
ania, published an important study on all aspects of Jewish postwar 
claims against the future German government. 28 He insisted that 
the Germans would have to pay individual compensation, restore 
all sequestered property, and make collective compensation for ma¬ 
terial damages to the Jews as a nation as well. He and his brother 
Jacob were “among those who conceived the very idea of demanding 
from Germany payments for idemni ft cation and restitution." 24 Dr. 
Robinson*s estimate of material damages sustained by the Jews at 
the hands of the Nazis came to $12 billion. 25 

Once the war was over, and with the groundwork laid on the 
matter of restitution and compensation, Dr. Chaim Weizmann, the 
future first president of Israel, sent a letter to the victorious powers 
on September 20, 1945. In the name of the Jewish Agency, he de¬ 
manded restitution, idemnification, and compensation from Ger¬ 
many for the crimes against the Jews. 20 His estimated value of the 
material losses was $8 billion. 27 Dr. Weizmann requested that all 
buildings, art treasures, and valuables of every kind be restored to 
their former owners or their heirs. Ail property for which no heirs 
could be traced was to be turned over to the Jewish Agency for 
Palestine, as the official representative of the Jews. Furthermore, 
since the majority of the survivors of the concentration camps were 
likely to go to Palestine, he presented a global Jewish claim against 
Germany, demanding funds to be used for the purpose of compensat¬ 
ing the cost of resettling Jewish refugees in Palestine. 

Jewish wartime hopes were rudely shaken by the Paris Repara¬ 
tions Conference at the end of 1945. It virtually disregarded all 
Jewish demands for individual and collective compensation, except 
for a §5 million token fund for the benefit of nonrepatriable victims 
of Nazi concentration camps. In addition, Jewish agencies were of¬ 
fered a maximum of $25 million of German assets in neutral coun¬ 
tries, plus the assets of the victims of the Nazis who had died 
without heirs, 28 Despite bitterness and disappointment on this score, 
the Jewish leadership in the Diaspora did not despair. After the 
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Holocaust, the Jews had learned to shift for themselves, and the 
driblets doled out at the Paris Reparations Conference in 1945 
merely mobilized their energies to continue the fight for restitution 
and idemnification, both individual and collective. 

From 1945 to 1949, there was no Germany or German govern¬ 
ment, merely four zones of occupation. In their zones, the Americans, 
British, and French had initiated some legislation for restitution 
and compensation, but under the prevailing conditions of repressed 
inflation these measures remained grossly inadequate. It was only in 
the fall of 1949 that the Federal Republic of Germany came into 
being. 

The dreams of a lasting peace based on American-Soviet partner¬ 
ship turned out to be illusory and the Cold War enveloped and 
divided the world. New alliances emerged, and the remnants of the 
Third Reich were cut up into two states: the Federal Republic of 
Germany and the German Democratic Republic. The former be¬ 
came an integral part of the West, allied with the United States, 
while the latter was a puppet state of the Soviet Union. As West 
German economic recovery got under way, the Americans decided 
to put the Germans into uniform once more, this time on the side 
of the United States, West Germany was not yet sovereign, but she 
was well on her way to becoming so again. 

Equally important, in another part of the world, on May 14, 1948, 
in Palestine as a mandate trusteeship of the League of Nations, the 
last high commissioner departed, and the Jewish State of Israel was 
proclaimed at Tel Aviv by joint action of the Jewish National Coun¬ 
cil and the General Zionist Council. David Ben-Gurion was ap¬ 
pointed prime minister and Chaim Weizmann was elected president, 
at first provisionally and, in 1949, officially. 20 

Events moved quickly. Chancellor Adenauer was hardly eight 
weeks in office when he publicly ushered in his policy of restoring 
German relations with the Jews. 30 On November 11, 1949, he offered 
Israel DM 10 million worth of German-made goods. Adenauer was 
aware that his offer constituted only a symbolic gesture of material 
amends, but that by it he was taking a first step in placing responsi¬ 
bility for the Holocaust on the German people. It became one of 
his foremost objectives, both as man and as chancellor of the Federal 
Republic of Germany, to make material amends. Others, like Kurt 
Schumacher, the head of the Social Democratic Party, Theodor 
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Heuss, the first president of West Germany, and Carlo Schmidt, the 
much-respected parliamentarian, to mention only a few, were very 
much aware of the moral obligation of all Germans toward the 
Jews. The consciences of a few responsible men and women were 
clearly not dormant, but the majority of Germans remained passive, 
silent, and too preoccupied with making a living. 81 For the time 
being in 1949, however, there was no response from Israel to 
Adenauer’s offer. 82 

Despite their bitter disappointment with the Paris Reparations 
Conference, many Jewish organizations, but especially the World 
Jewish Congress, discussed in numerous meetings the moral nature 
of Jewish demands against the future German government. 33 The 
Jews wanted redress, and Adenauer’s speech of November 1949 left 
an impression upon the Jews and Israelis. The real question was 
how to begin exploratory meetings. It is difficult, of course, to re¬ 
construct who made the first move and then the countermove that 
eventually led to the Shilumim agreement. The available docu¬ 
mentation suggests, however, that the first major step was taken in 
December 1949 at the meeting of the World Jewish Congress in 
New York City, when a five-point declaration was issued demand¬ 
ing from the West German parliament: (a) acceptance of moral and 
political responsibility for Nazi deeds toward Jews; (b) material 
indemnification; (c) legislation against anti-Semitism; (d) reeduca¬ 
tion of German youth; and (e) a check upon nationalistic tendencies 
in the West German government. 34 The German press was cool to 
these demands. 

The year 1950 was marked by quiet, exploratory talks among 
Jewish, Israeli, and West German officials; officially, however, diplo¬ 
matic activity was limited to the exchange of notes. Thus, on Janu¬ 
ary 18, 1950, the Israeli government sent an aide-memoire to the four 
occupying powers, restating Dr. Weizmann’s claims of 1945. 88 The 
first informal contacts between the Israelis and West Germans, which 
took place in the spring of 1950, led to no concrete results. 30 But 

talks continued throughout the year. 

The person who in 1950 initiated and for a long time alone and 

tirelessly conducted talks with Bonn’s officials on Germany s mora 
obligations to make collective indemnification to the Jewish peop e 
was Dr. Noah Barou. 37 A colleague of Dr. Barou, Mr. A. L. Easter 
man, the head of the Political Department of the World Jewis 
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Congress, observed later that Dr. Barou continued his exploratory 
talks 1 ‘impervious to the fierce and widespread Jewish opposition to 
accepting ‘blood money’ from Germany, and to the many doubts in 
Israel and in the Jewish world, as well as in Allied Government 
circles, of the legal and practical feasibility of obtaining Jewish 
reparations from a defeated, destroyed and impoverished Ger¬ 
many." 38 He made more than forty trips on this mission. 39 In early 
1950, Dr. Barou established contact with Dr. H. Blankenhom, at 
that time director of the Political Department of the Foreign Min¬ 
istry in Bonn, who confirmed that the declaration of the World 
Jewish Congress of December 1949 could serve as a basis for negotia¬ 
tions. 40 Further contacts took place in Istanbul and other places, 
without any tangible results. 41 

Despite these seemingly futile efforts, two important documents 
on the subject of the Jewish collective claims against Germany made 
their appearance in 1950. The first was by Dr. Hendrik van Dam, 
an influential Jewish lawyer residing in West Germany, whose study. 
The Problem of Reparations and Indemnification for Israel , was 
published on July 1, 1950. In this memorandum Dr. van Dam re¬ 
minded the Jews and Israelis that “the corresponding factor of the 
German people’s moral obligation is the moral claim of the Jewish 
people.’’ 42 It was, incidentally, Dr. van Dam, who as early as mid- 
1948, stated that “Israel can ill afford to give up material claims 
against Germany because of understandable Jewish Tevulsion in 
dealing with the Germans." 43 He urged the Jews then and in 1950 
not to burden their claim upon Germany with futile rationaliza¬ 
tions and to accept what was long overdue. 

The other major document on collective Jewish claims was sub* 
mitted by Mr. A. L. Easterman of the World Jewish Congress to 
Lord Henderson, Undersecretary of State for Foreign Affairs at the 
British Foreign Office, on July 25. 44 The author reiterated that 
Nazi genocide “created a responsibility on the part of the German 
people, which the German Government must discharge on a collec¬ 
tive basis, as a measure of indemnification to the Jewish people. The 
German Federal Republic should, therefore, assume an obligation 
in an instru m ent of agreement with the Allied Powers, to indemnify 
the Jewish people by material compensation in goods, services or 
otherwise, commensurate with its share of responsibility for the 
German State as a whole." 45 On January 11, 1951, Lord Henderson, 
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accompanied by Mr. Harold Wilson, discussed at length the problem 
of collective indemnity, and he inquired as to what would be re¬ 
garded as acceptable to the Jewish people. 40 Mr. Easterman, speak¬ 
ing for himself only, estimated “an acceptable offer by the German 
Government to be £500,000,000.” 47 It was a prophetic guess, for it 
was this sum that was later rationalized at the Wassenaar negotia¬ 
tions. 48 On January 16, 1951, Israel repeated its claims to the four 
occupying powers, 40 followed on March 12 by another note, in 
which it advanced claims in the amount of $1.5 billion and requested 
Allied support for its position. 60 This note, which reviewed the 
story of the Holocaust, made clear that no amount of material com¬ 
pensation would ever expiate the Nazi crimes against the Jews. 

Nevertheless, the Israeli leaders were convinced that material 
compensation could and should be obtained. The Allies whole¬ 
heartedly approved their claim in theory, but apart from sympathy 
Israel got no effective support. The American government replied 
that it could not officially “impose on the Government of the Ger¬ 
man Federal Republic an obligation to pay reparations to Israel." 51 
In other words, for various specified and unspecified reasons, the 
United States, Great Britain, and France abstained from any direct 
action to further Israel’s claim against Germany. 

The government of the Soviet Union did not even reply to the 
Israeli note, a position it has maintained up to the present day. 
The German Democratic Republic has also continued to reject all 
responsibility for injuries to Jews in the Nazi years. The East Ger¬ 
man government has consistently acted as though the men and 
women living under its banner today had really never lived in the 
Third Reich, and as if sufficient amends for the past could be 
made by loud denunciations of former Nazis living or holding 
public office iri West Germany. Of course, part of the explanation 
for such an attitude is that, in theory, no fascist elements exist in 
the German Democratic Republic, and consequently its government 
has no responsibility for the Nazi past. Communist doctrine recog¬ 
nizes only class problems. For this reason, neither the Soviet nor 
any other East European government has ever paid a penny for 
the expropriated property of its former “bourgeois” classes. Nor 
have they ever paid or made plans to pay for the loss of life and 

limb of the millions of “class” enemies. 

Under these circumstances, the leaders of Israel were in a quan- 
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dary. They realized that they would have to take the initiative 
themselves, and the question “of direct contact with Germany, with 
all its emotional implications, became a political necessity." 62 Al¬ 
though finding themselves at the mercy of Big-Power politics, they 
refused to give up. Men like Ben-Gurion, Goldmann, Barou, Giora 
Josephthal, and Moshe Sharett, to mention just a few, unquestion¬ 
ably had strong reservations about what loomed ahead, but they 
were statesmen and patriots. They were determined to pursue the 
matter in spite of the prevailing doubt among the majority of their 
own people doubt as to the moral and ethical justification of en¬ 
tering into any agreements with West Germany that might absolve 
the Germans collectively of their “crime against humanity." For, 
seven years after the Nazi depredations against the Jews, the Ger¬ 
mans and Germany still represented the incarnation of evil to most 
Jews. With few exceptions, Israelis believed that it would be sac¬ 
rilegious to negotiate with the Germans on the collective claim. 63 
Joseph Sprinzak, the president of the Israeli Parliament, declared 
that “the honor of the Jewish people precluded any acceptance of 
restitution from Germany even if it were voluntarily and spon¬ 
taneously offered.” 64 

Ben-Gurion and his cabinet, supported by a number of Israeli 
officials and Zionists of stature and vision, were determined to go 
ahead. For instance, Israel’s first comptroller, Dr. Siegfried Moses, 
wanted to save as much as possible of remaining European Jewish 
wealth in order to meet absorption costs. 80 On July 1, 1951, Israel’s 
Foreign Ministry set up a section called “Geltendmachung der 
Anspriiche des jiidischen Volkes gegen Deutschland” (in English' it 
would be The Claims Office of the Jewish People Against Ger¬ 
many). Dr. Felix E. Shinnar was appointed to head it. 50 

Officially, nothing happened after the Israeli note of March 12, 
1951, was turned down by the Western Powers. The government of 
Israel was becoming increasingly convinced that it would have to 
deal with the Germans directly. “Money by cable," to use the 
metaphor of the American prosecutor at the Nuremberg trials, 
Robert M. W. Kempner, was out of the question; 07 and so, for the 
time being, were direct talks between Israel and the West Germans. 

The private talks had been going on for more than fifteen months 
find were still deadlocked in early summer of 1951. 88 But Dr. Barou, 
with dogged persistence, carried on. His principal link with Dr. 
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Adenauer was Dr. Herbert Blankenhorn, a clever official who never 
contradicted his Chancellor.™ Once again, it was Dr. Barou who con¬ 
vinced Blankenhorn that speeches admitting the responsibility of 
the German people for the crimes of the Nazi regime would never 
be [enough. 00 Dr. Barou also demanded that the West German gov¬ 
ernment assume a binding obligation to make collective reparation 
and accept the moral, political, and material responsibility for the 
deeds of the Third Reich. 01 He told Blankenhorn that Israel would 
negotiate with the Bonn government only after Adenauer had 
solemnly acknowledged before the West German parliament his 
nation's responsibility for the acts of the Nazi regime against the 
Jews. Another precondition was a public declaration of West Ger¬ 
many’s intent to make amends for the material losses suffered by 
European Jewry, and still another was that representatives of Israel 
and world Jewry be officially invited to discuss the matter. These 
terms were accepted by Adenauer. The West Germans prepared the 
first draft of such a declaration in July 1951, but it took almost three 
months of negotiating in Israel, London, New York, and Bonn, to 
agree on a text which satisfied ‘Justified Jewish demands.” 02 It was 
again Dr. Barou who convinced Adenauer that he and other political 
leaders realize “that Israel must be the main beneficiary of collective 
compensation.” 03 The draft of Adenauer’s forthcoming speech was 
rewritten many times and “it included 31 points of special in¬ 
terest.” 64 

West Germany’s Social Democrats took an active part in these 
behind-the-scenes activities. The first official contact between Israelis 
and Germans came in May 1951 at the Hotel Bristol in Paris, 
when Adenauer met with the Israeli Ambassador to France, Maurice 
Fischer, and Dr. David Horowitz, Governor of the Bank of Israel. 66 
This meeting was kept top secret. It turned out to have been quite 
dramatic when the facts became known. Adenauer received the two 
Israeli officials and listened with monumental patience to their 
passionate account of Nazi crimes. At the close of their testimony, 
he promised them to reexamine the entire question of material 
compensation. 60 

Finally, it was Chancellor Adenauer’s Bundestag address of Sep¬ 
tember 27, 1951, that made direct German-Israeli talks possible. 67 
He emphasized that the Bonn government was not only aware of 
the crimes perpetrated against the Jews but would do everything 
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possible to make amends. The majority of Germans, Adenauer said, 
were not accomplices to these crimes and, with some few excep¬ 
tions, 08 abhorred what the Nazis had perpetrated; but since unspeak¬ 
able crimes had been committed in the name of all Germans, his 
government felt obliged to do penance in the form of moral and 
material amends to Israel and the Jews at large. 

The amounts that West Germany could pay were limited. She 
had not yet fully recovered from the war and its aftermath. Millions 
of refugees, expellees, war-crippled veterans, and bombed-out people 
were kept alive on the dole. But the Chancellor assured the world 
and his fellow Germans that regardless of budgetary and bal- 
ance-of-payments difficulties, he would do everything “zur seelischen 
Bereinigung unendlichen Leides.” He also committed himself to 
relentless prosecution of all those who might still be spreading anti- 
Semitic hate. The speech was approved by all members of the Bundes¬ 
tag except those of the extreme left and right. As an added tangible 
demonstration of the good will and sincerity of the German law¬ 
makers, the members of the Bundestag rose from their seats in sym¬ 
pathy for the Jewish victims. The event represented an official in¬ 
vitation to the Israeli government for direct negotiations. 

Dr. Adenauer's speech evoked instant and overwhelmingly favor¬ 
able response from all over the world. The Washington Post called 
it “the best thing that came from Germany since before 1933.” The 
New York Times termed Adenauer’s ofFer “A Sign of Decency,' 1 and 
the Manchester Guardian took it for a “Sign of German Change of 
Heart.” In the London Economist's view it was an “Act of Courage,’ 
and for the Montreal Daily Star it was simply a “Necessity. 60 , 

In Germany all major newspapers voiced equally strong approval. 
The Suddeutsche Zeitung hoped that Adenauer’s offer would usher 
in an era of a possible peace with Israel. The Hamburger Echo 
looked at Bonn's gesture as a “Cornerstone of the Innei Change of 
Germans." German Jews hailed the Chancellor s words as being 
indispensable for “cleansing the atmosphere” between Germans and 
Jews. Dr. Leo Baeck, president of the Reichsvertretung der deutschen 
Juden, an organization founded by German Jewry aftei the rise of 
Nazism, wrote to Dr. Adenauer saying that his commitment had 
created a basis for the necessary heart-to-heart talks between Jews 
and Germans. 

The Israeli response was much more reserved. Ever since the 
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November 1949 statement by Adenauer, the Israelis had been debat¬ 
ing their future policy toward Germany. They were not convinced 
of "the sincerity of Adenauer's offer on moral grounds, and they saw 
virtually no sign of a German change of heart with respect to anti- 
Semitism. They felt that whatever Bonn offered or promised would 
be done only for the sake of political expediency, and many wanted 
no part of it. Nevertheless, Adenauer’s speech made a considerable 
impression on a number of Israeli leaders. The first major break¬ 
through with the public-opinion makers came from the pen of Erich 
Winter, who recorded his impression of West Germany in the most 
popular Israeli daily, Davar, in an article that cast doubt on neither 
the sincerity of Adenauer's offer nor his motives. 70 

Since every third Israeli had experienced personally the horrors 
of Nazism, the very idea of direct talks with West Germany caused 
a deep crisis of conscience. But Ben-Gurion's government derided 
to push ahead. 71 From then on, things began to move. No formal 
talks were held immediately, but quiet, discreet, and mostly secret 
conversations among interested parties began to take place simulta¬ 
neously in many parts of the world. 

The man who broke the impasse on the Jewish side was Dr. 
Nahum Goldmann, president of the World Jewish Congress. Recog¬ 
nizing the temporary impossibility of direct contact between Israel 
and Germany, he suggested that Jewish world organizations act on 
behalf of Israel. 72 

Under his leadership, representatives of world Zionist and non- 
Zionist organizations, in a series of meetings in October 1951, con¬ 
sidered the German offer. 73 Once the decision was made to deal with 
Adenauer, more than twenty Jewish organizations formed the Con¬ 
ference of Jewish Material Claims Against Germany (Claims Confer¬ 
ence) to represent world Zionist and non-Zionist (but not anti- 
Zionist) Jewry in the forthcoming negotiations with the Germans. 
Dr. Goldmann was chosen chairman. 74 Despite his consummate dip¬ 
lomatic skill and dogged persistence in 1951 and 1952, Dr. Goldmann 
never pretended that he took the initiative in pushing through, so 
to speak, the collective claim against Germany. According to him, 
this honor belongs to Dr. Barou and no one else. 75 

Adenauer's offer and the decision of Ben-Gurion’s government to 
accept it evoked as much soul-searching among Diaspora Jewry as 
among those in Israel. Many American, British, and South African 
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Zionist and non-Zionist Jews did not consider the forthcoming talks 
desirable. Men of stature, learning, vision, and religious conviction 
felt that it was morally wrong to do business with the Bonn gov¬ 
ernment. 78 

The resistance was widespread, passionate, and protracted. Its 
principal spokesman was Dr. Joseph B. Schechtman of New York, 
chairman of the World Council of Herut-Hatzohar. He argued that 
Germany was morally “untouchable,” unconditionally “traif,” at 
least insofar as Jews were concerned, and thus not a fit partner to 
any international deliberations. 77 He pleaded that the “fundamental 
objective of the foreign policy of the Jewish people” should be “to 
establish the fact of Germany’s moral and political uncleanliness.” 78 
Lack of organized contact with the Germans, he insisted, would 
demonstrate to the world Jewish aloofness and moral greatness; a 
nonfraternization policy would amount to “a permanent mute re¬ 
proach and indictment.” 73 A leading Mizrachi spokesman feared 
that direct contacts with the Germans “must be construed as a 
measure of forgiveness.” 80 Dr. Schechtman also felt that negotiations 
with the Bonn government “would automatically erase the stigma 
of Germany's moral untouchability in international relations”; after 
all, how can you negotiate a settlement and still call your opposite 
number a murderer? 81 

The advocates of non fraternization also quoted Abba Eban’s re¬ 
mark “that the motives that prompted Dr. Adenauer to offer repa¬ 
rations were far from lofty.” 82 The Chancellor's declaration of 
September 27, 1951, was downgraded as supposedly having been 
elicited by the American State Department “as one of the conditions 
to the full acceptance of West Germany in the concert of powers 
against further encroachment by the Communist axis. 83 A revision¬ 
ist publication anticipated that Bonn's negotiators would make a 
generous long-term offer, which Dr. Hermann J. Abs (Germany s 
chief negotiator at the London Debt Conference) then would prob¬ 
ably not pay. 84 

Dr. Schechtman also predicted that West Germany would pay 
“only a token amount” 88 and then cheat the Jews and Israelis of the 
balance. By entering into direct formal contacts with the Bonn gov¬ 
ernment, he argued, and then breaking off talks because of inade¬ 
quacy of the German offer, the “Jews would never again be in a 
position to Tecover their previous unassailable stand of moral indig 
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nation/* 86 After all, the Germans had a long tradition of defaulting 
on international commitments, and there was absolutely no guaran¬ 
tee that “some future German government will not repudiate the 
debt/" 87 Furthermore, opponents of a deal with Germany felt that 
to accept the proposed terms would make Israel a mere distributor 
of German-made goods. 88 Dr. Schechtman described the suggested 
payments-in-kind agreement as a sort of economic vassalage for 

Israel. 80 

The architects of an agreement with Germany treated opposition 
as mere emotionalism. They tended to minimize the depth and 
breadth of the furious debate in Jewish circles—to play down the 
“Remember what Amalek has done to you” attitude that was strong 
everywhere. 00 Dr. Nahum Goldmann, the principal advocate of direct 
negotiations with Bonn, argued that since the Nazis had looted 
Jewish property, it would be immoral for the Jews not to claim it 
back. By not doing so, the Jews would be, in fact, paying a premium 
to the murderers! 01 And since the Western Allies would not claim 
[ewish property from the government of West Germany, direct talks 
were inevitable. In trying to overcome the widespread opposition 
to direct negotiations with the Germans, Goldmann repeated again 
and again his argument that it would be immoral not to seek to 
recover the private and public Jewish property stolen by the Nazis. 
A quixotic negative attitude might be appealing, he felt, but in 
terms of human lives it was silly and morally unjustifiable. 03 Another 
Jewish writer said that in the forthcoming talks the Jews and Israelis 
would be compelled “to keep company with the German snake in 
order to salvage our possessions from its mouth." 03 Dr. Goldmann 
and his aides also countered the opposition argument that direct 
talks with the Germans would erase the stigma of Germany’s moral 
untouchability in the international community by charging that 
"We are not dealing here with a quid pro quo. Nobody is saying 
to the Germans: You pay us; we forgive you. We are promising 
nothing; we are offering nothing. We are simply claiming what is 
ours, morally and legally,'' 04 The advocates of talks tended to mini¬ 
mize the purely moral problem by saying that the time was not ripe 
for solution, that only history could settle the spiritual aspect of the 
German debt to the Jewish people, but that heirless property be¬ 
longed to the Jewish people. 05 

Dr. Goldmann's claim, that Jewish demands for restitution and 
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compensation merely sought the return of what had been stolen, 
enjoyed considerable public support. “No matter what the Germans 
offer, they are not giving, but giving back,” wrote one commentator 
in Israel Speaks.™ Congress Weekly insisted that it would be utter 
folly to permit those who had killed and robbed Jews to retain 
possession of the stolen property. 07 Of course, it was generally under¬ 
stood and constantly reiterated that no indemnity could ever make 
good the loss of Jewish life and that the Nazi crime could not be 
expiated by any measure of material compensation. Nor did the 
advocates of direct talks take seriously the opposition’s claim that 
West Germany would eventually default on the promise. One writer 
asserted that the Federal Republic must pay simply to show the 
world the difference between the Third and the Fourth Reich! 08 

As a final argument. Dr. Goldmann spoke convincingly of the dire 
situation of Israel’s economy and claimed that German payments 
“should make Israel as economically independent as any state can 
hope to be in our interdependent world.” 00 He also pointed to 
Israel’s desperate housing situation, which could be changed by the 
delivery of thousands of German-made prefabricated houses. 100 Other 
writers substantiated these arguments by emphasizing that while 
German payments would expiate nothing, they would represent “a 
substantial contribution towards the consolidation of a sovereign 
Israeli State” 101 and would represent the economic salvation of 
Israel. 102 In fact, in the fall of 1951 Israel’s shortage of foreign cur¬ 
rency became alarming. 100 






Repressed Inflation in Israel: 1949-1951 


What was Israel's economy like in the fall of 1951 and early 1952, 
on the threshold of the Wassenaar negotiations? 

After proclaiming its independence, Israel initiated unrestricted 
immigration of Jews from all over the world. As soon as the shores 
of Israel were opened up, the waiting masses of Ashkenazim poured 
into the country in fantastic numbers. In the second half of 1948, 
immigrants from Europe entered the country at a rate of 13,000 
per month. In 1949, about 20,000 entered every month. In 1950, 
Sephardic Jews from Iraq, Yemen, Tunisia, Morocco, and Algeria 
came to Israel at a rate of 13,000 a month. In the first half of 1951, 
the influx was again over 20,000 a month. 

When the mass immigration ended in October 1951, almost 700,- 
000 immigrants had entered Israel. 1 Slightly less than one-half of all 
arrivals came from Eastern Europe, primarily Poland, Romania, and 
Bulgaria, while the rest came from Africa, the Middle East, and the 
Orient. By the end of 1951, almost half of Israel’s population had 
come after 1948. This three-year wave of free immigration created 
very serious absorption problems and resulted in a great strain to 
the social system. The burst of indiscriminate admission brought 
to the country many people with no skills, for whom it was almost 
impossible to provide employment and housing. Moreover, a large 
number of the physically exhausted, the aged, and the chronically 
and mentally ill became public charges to the welfare institutions 
and tiie government. 2 At the end of 1947, there lived in the territory 
of what constituted pre-1967-war Israel 1.39 million inhabitants; of 
these, roughly 630,000 were Jews. 3 But since almost 700,000 Arabs 
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left Israel during the hostilities in 1947 and 1948, the total popula¬ 
tion after 1947 declined; and it was only at the end of 1951 that 
Israel’s population stood again at 1.4 million. By the end of 1964, 
over 2.5 million lived in Israel, of whom 286,385 were non-Jews. 
From 1948 to 1951, Israel's population increased 20.6 per cent a 
year. 4 From 1948 to 1964, a seventeen-year span, the average increase 
in population came to more than 6 per cent a year, one of the highest 
rates of population growth in the world in any comparable period. 5 

It is true that the Malthusian specter has haunted economists and 
statesmen for the last hundred and fifty years because population 
tends to double every twenty-four years, whereas the food supply 
grows much more slowly. But imagine the problem and all its corol¬ 
laries for a population growing at Israel’s rate! In 1949, for every 
1,000 residents 266 immigrants and tourists came to settle in Israel; 
in 1950, the rate was 154 per thousand; and in 1951, it was 132 per 
thousand. 0 These were truly high rates of influx and much higher 
than those of any other country with mass immigration. In the 
United States, for example, during the peak of immigration in the 
nineteenth century the rate was only 16.1 immigrants per 1,000 
residents, whereas in Israel the rate was more than ten times that 
figure. 7 One observer estimated that if Israel's ratio of immigration 
to total population were applicable to the United States, it would 
mean an influx of almost 38 million newcomers annually.® 

The European Ashkenazim arrived in Israel with no possessions 
except some gold coins, some precious stones, and a few dollar bills, 
which they had managed to hide throughout the years in ghettos 
and concentration camps. Immigrants from Iraq and Egypt were 
better off, but those from Yemen and other Asiatic countries were 
desperately poor and mostly illiterate, and they bore the further 
stigma of differing in appearance and custom from the European 
immigrants. Once they were in the country, the government and the 
Jewish Agency provided them with the first necessities, including 
temporary quarters, until permanent housing and employment be¬ 
came available. 

After the War of Liberation, Israel was surrounded, as she still is, 
by hostile Lebanon, Syria, Jordan, and Egypt. Since the Arabs signed 
only an armistice and no peace treaties, the Israelis found it difficult 
to believe that they would not attack to seek revenge for the humili¬ 
ating defeat they suffered in 1948 and 1949. Even though the guns 
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were silent, fear of the Arabs was very much in the air, and the 
survival of the state became the number one concern of the general 
public. The necessities of being ready at a moment’s notice, of 
strengthening the borders, and of dispersing the growing population 
produced an atmosphere of half-war, half-peace. 0 During the first 
few years of Israel’s existence, strategic considerations became “a 
social virtue,” and purely economic criteria in use of resources were 
relegated to the background. Resources were commandeered by gov¬ 
ernment and military officials; deficit financing was the order of the 
day. The emphasis was on short-run solutions, on improvisation; a 
long-term policy had to wait. 

Direct Controls in Action 

The policy of the “Ingathering of the Exiles” created an aggregate 
demand that outstripped the country’s economic capabilities, that is, 
its short-run aggregate supply. Israel faced an enormous inflationary 
gap, and the government had to decide either to let the market forces 
generate enough forced saving and thus restore equilibrium, or to 
control inflationary pressures by a system of direct controls. To cope, 
the government had to convince the people to tighten their belts 
and reduce their standard of living. In democratic countries such 
measures are unpopular and difficult to implement because of the 
powerful influence of pressure groups on the government. In Israel 
open inflation was politically unacceptable because of the strong 
egalitarian and collectivist orientation of the prevailing value system 
in the government, the Histadrut, the universities, the kibbutzim, 
and the political parties. 

Experience with open inflation in industrially advanced countries 
had demonstrated that it redistributed national incomes in favor 
of profit-takers and hurt those with fixed incomes and wage earners. 
At that time, Israel had a particularly strong bias toward building 
an egalitarian workers' society. On the other hand, hyperinflation 
in industrial countries leads to fast expansion and renovation of 
industry. For instance, in Germany during the hyperinflation of 
the 1920s, the flight out of the mark into real values resulted in the 
very substantial growth of German industry. 10 At the same time, 
however, hyperinflation broke the backbone of the German middle 
classes, which later became the staunch supporters of the National 
Socialists. Israel was not yet an industrial country, and the short-run 
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supply conditions were extremely inelastic. The Israeli government 
consequently assumed that open inflation would not result in rapid 
and substantial expansion of industrial capital. Above all, it was 
feared that the social consequences of rapid inflation would be very 
disturbing politically. 11 Therefore, Israel decided to repress the in¬ 
flationary potential through price, wage, rent, and foreign-exchange 
controls, coupled with the rationing of goods and raw materials. 12 

In April 1949, the government set up a system of physical controls 
that virtually suspended the operations of the market forces. 13 Offi¬ 
cially, these controls were designed to fight inflation by rolling back 
the wage-price spiral and by distributing equitably the scarce sup¬ 
plies of consumer goods. 11 Some observers felt, however, that direct 
controls were used to raise the internal value of the Israeli pound 
by bringing down prices and wages; others believed that the ob¬ 
jective was the redistribution of the national income “in favor of 
the poorer classes,” J. T. Shuval argued that direct controls aimed 
at three objectives: (1) to lower prices, (2) to save foreign currency 
by importing only essential supplies, and (3) to increase domestic 
production. 15 Patinkin claimed simply that direct controls attempted 
“to keep the cost of living down," 10 and D. Horowitz argued that 
in the early years of statehood “everything had to be done to equalize 
standards, that is, to carry out a leveling-up process.” 17 Since the 
political objective of the Ingathering of the Exiles was paramount, 
the economic forces were artificially subordinated to that objective. 18 

Because of the early collectivist-egalitarian bent of the govern¬ 
ment, Israel introduced physical controls primarily for social reasons, 
such as the avoidance of starvation and social polarization, regardless 
of the economic consequences. The Ministry of Supply and Ration¬ 
ing was made responsible for their administration, and Dr. Dov 
Joseph, the hero of Jerusalem in the siege in 1948, was put in charge. 
His ministry consisted of four divisions: one was responsible for 
food purchases and rationing; another fixed and controlled prices; 
the materials and supplies section allocated raw materials and other 
inputs to the producers; and the inspection section was in charge 
of the enforcement of the entire gamut of controls, 10 


Repressed Inflation 

Dr. Joseph’s price-wage, rent, floorspace, and foreign-exchange 
controls, together with the rationing of many consumer goods and 
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the priority system in the distribution of raw materials, subjected 
a large area of the economy to government regulation. Only the 
production and distribution of so-called “nonessential” goods re¬ 
mained free of government control. Such a system is called "a par- 
tially repressed inflation.” 20 

In the controlled sector, a monetary income did not automatically 
entitle an Israeli who earned a pound to convert it into rationed 
consumer goods. He could purchase goods only if the currency was 
accompanied by rationing coupons or purchase permits. In theory, 
monetary income, insofar as it could be spent on legal purchases of 
rationed consumer goods, should have maintained a constant pur¬ 
chasing power, assuming that the cost of living remained stable. The 
income for which there were no rationing coupons could either be 

spent in the 4 ‘free” markets or saved. 

Direct controls, by themselves, do not eliminate excessive mone¬ 
tary demand, hut merely prevent it from raising the price and wage 
levels. In an economy subject to direct controls, two types of mone¬ 
tary income exist side by side: income endowed with legal purchas¬ 
ing power and income rendered powerless for legal purchases because 
of lack of rationing documents. The difference between these in¬ 
comes constitutes the monetary overhang, or waiting purchasing 
power. 21 The income levels, the comprehensiveness of the rationing 
system, the level of prices, the trend of the cost-of-living index, and 
the total rurrency supply—all determine the size of the waiting pur¬ 
chasing power. 

The larger the sector of the economy subject to direct controls, 
the larger the waiting purchasing power and the stronger the 
tendency for the marginal value of incomes above the legal expendi¬ 
ture level to fall to zero. After all, what is the point of earning money 
that can scarcely be spent! 22 In such a situation, the declining pro¬ 
ductivity of labor, the widespread substitution of leisure for work, 
or illegal economic activity are likely to result in a falling Gross 
National Product, On the other hand, although a large uncontrolled 
sector is likely to preserve incentives to work, it will also undermine 
the controlled sector and thus lead eventually to a wage-price spiral. 

In Israel, the uncontrolled market was a buffer that absorbed 
the excess purchasing power. In this “free” market the demand and 
supply forces determined the price for every commodity; here in¬ 
flation was open, not repressed. From December 1948 to the end of 
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December 1951, the total currency supply increased from I£ 100.8 
million to I£ 241.5 million. 23 The increase from December 1948 to 
December 1949 was 39.1 per cent; during the next yeaT, the increase 
was 35.4 per cent, in 1951, the supply rose 27.2 per cent. At the annual 
compounded rate, the growth of the total currency supply was 33.9 
per cent. 24 From April 1949 to June 1950, the rate of increase in the 
total currency supply was 48 per cent, while during the same period 
the cost-of-living index was reduced by various means, mostly sub¬ 
sidies, to 14 per cent. Thus, the real value of Israeli currency grew 
by 72 per cent. 20 

In the initial stages of repressed inflation, when nearly all Israelis 
knew that the new country demanded sacrifices from everybody, 
people were willing to tighten belts and live under “austerity." But 
with the increase in the real value of the total currency supply and 
the world-wide scramble for raw materials after the outbreak of 
the Korean War in mid-1950, shortages on the official markets grew 
more acute. Under those circumstances, the waiting purchasing 
power spilled over into the “free” markets, eventually undermining 
the controlled markets as well. 20 

Price Controls 

Generally speaking, price-fixing for the purpose of repressing in¬ 
flationary pressures calls for setting up so-called maximum prices, 
that is, below-the-equilibrium prices. Without controls all prices are 
likely to rise in the short run. Thus, avoidance or slowing down of 
increases is the rationale of price-fixing. Price control aims at the 
stabilization of three interrelated types of costs: the cost of living, 
the cost of investment goods, and the cost of items responsible for 
the cost push. The main elements of the cost of living are food, 
clothing. Tent, and fuel, all of which have to be controlled to bring 
about stability. And because the prices of investment goods are 
determined by wages and the costs of inputs, stability of the prices 
of investment goods calls for control of such cost-push items as 
wages, raw materials, and profit margins. 

In Israel there were four types of ceiling prices: frozen prices, 
pounds-and-prutoth prices, formula prices, and “regardless-of-cost 
prices. Since the very purpose of physical controls was to roll back 
the cost-of-living index, Dr. Joseph's ministry pursued a price policy 
that led to what might be called “regardless-of-cost price ceilings. 
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t frequently ordered arbitrary price cuts for all items entering into 
the cost-of-living index, reducing the profit margins of manufacturers 
and distributors which seemed to be too high. 27 To wage a successful 
campaign against a rising cost-of-living index, Dr. Joseph’s ministry 
pursued a policy of very low prices for foods and other necessities. It 
also used equalization funds and subsidies. Frequently, production 
costs were completely disregarded and the resulting “regardless-of- 
cost” ceiling prices were maintained by substantial subsidies to keep 
the producers in business. Since production costs differed from place 
to place, the Ministry of Supply operated a Special Fund to keep 
the price of a given commodity uniform throughout the country. 

Dr. Joseph did not hesitate to use the Equalization Fund to reduce 
prices and pay subsidies for all items that entered the official cost- 
of-living index. It was his strong arm. All domestic raw materials— 
building materials, capital equipment, and all important consumer 
goods, such as shoes, furniture, and clothing—were subject to price¬ 
fixing. Even such services as shoemaking, tailoring, barbering, house¬ 
repairing, porterage, and laundering were price-fixed. All imported 
foodstuffs, agricultural products, and processed food items—more 
than 600 food commodities—were subject to ceiling prices. 28 These 
were fixed in cooperation with the producers’ representatives. 

Yet despite price cuts and money-wage reductions by the Histadrut 
on three occasions, Dr. Joseph’s efforts to keep the cost-of-living in¬ 
dex stable were only partially successful. 29 During their first year 
of operation, Dr. Joseph's price-stabilization efforts were supported 
by the public’s general feelings of enthusiasm and self-sacrifice.® 0 
But in the summer of 1950, the outbreak of the Korean War had a 
number of repercussions in Israel. The world-wide scramble for raw 
materials with its inevitable sharp price increases forced the intro¬ 
duction of rationing of textiles and footwear on August 1, 1950. 81 
The people began to lose faith in the ability of price controls to stem 
the tide of inflationary pressures, and from then on black markets 
flourished. 

From March 1949 to June 1950, the cost-of-living index was re¬ 
duced by different administrative means from 370 to 317, 14 per cent. 
By December, however, despite the massive efforts of Dr. Joseph to 
reduce the price of the official “consumer’s basket,’’ the cost-of-living 
index had risen to 324. In June 1951, it stood at 343, and by Sep¬ 
tember it had risen to 383. 32 
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The policy of pushing down the cost of living was not accom¬ 
panied by drastic measures to siphon off the waiting purchasing 
power in the hands of the public. On the contrary, the total currency 
supply kept rising by some 30 per cent a year. This divergence be¬ 
tween the downward tendency of the official cost-of-living index 
and the rising trend of the total currency supply meant that the 
real money supply was growing and wreaking havoc in the economy. 83 

In the second half of 1950 and throughout 1951, the official cost- 
of-living index did not reflect the sharp price increases of those 
daily necessities that could be bought only on the black market. For 
instance, in September 1951, the black-market-to-official-price ratio 
for fresh meat was 7.7; for eggs it was 3.2; for edible oils, 9.3; for 
sugar, 25.0; for rice, 10.0; and for potatoes, 5.7. 34 

From August 1950 on, the public lost confidence in the currency 
and began a “flight into goods.” 35 Because of their war and postwar 
experiences, the immigrants from Central and Eastern Europe were 
very inflation-conscious, whereas the Sephardim from the Middle 
Eastern countries believed only in gold. Rumors of future shortages 
tended to aggravate the inflationary pressures. 30 By the fall of 1951 
price control became a fiction, and black-market prices, market- 
determined prices, predominated. Price-fixing had failed to stem the 
tide of inflationary pressures. 

Food Rationing 

Food rationing is an integral part of any system of direct controls. 
Maximum ceilings on prices, rents, wages, and foreign exchange 
are, as a rule, designed to stabilize the cost of living. To make sure 
that the hundreds of thousands of immigrants living temporarily 
on the public dole would get a fair share of scarce supplies, ration¬ 
ing was inevitable. Without it, the necessities of life would be sold 
on a first-come, first-served basis, and to queue up for them people 
would have to abstain from work. Time spent in the food lines 
would be reflected in high rates of absenteeism and a declining 
G.N.P. On the other hand, people with good connections and high 
incomes would be able to buy scarce but price-fixed items under 
the counter. Thus the very system of maximum prices, without ra¬ 
tioning, might have led to a system of discrimination against the 
poorer sections of the population. And, politically, with so many 
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thousands of new immigrants, the Israeli government could ill afford 
to let that happen. 

Israel’s food rationing was based on a “linking system.” In April 
1949, every resident received a card that “linked” him to a particular 
store. 37 In June of the same year, the distribution of coupon books 
was started. The quantitative food ration was the predominant 
method. Dr. Joseph felt that the British “value system” or the U.S. 
“point system” would be administratively too cumbersome for Israel. 
For rationing purposes, all Israelis were classified into three cate¬ 
gories: infants to the age of two years, children to the age of eighteen 
years, and adults. 88 

Except for bread, which could be purchased at very low prices, 
most foods were rationed. Yet despite an acute foreign-exchange 
shortage and irregularities in supplying all called-up rations, the 
Israeli population was well fed. Table 5-1 shows that from the be¬ 
ginning of rationing in 1949 through the 1952—1953 period the 
average daily caloric intake was about 2,600, 

Most of these calories were obtained from legal purchases of ra¬ 
tioned foods, although some came from nonrationed foods and the 
black market. Fortunately, the daily caloric intake was more than 
the minimum 2,400 calories recommended by the League of Nations. 
In 1959-1960, the caloric intake was only 6.2 per cent higher than 

Table 5-1 


Average Daily Food Intake Per Capita 







Animal 


Cereals 




Fats 


proteins 


and 




per 


per 


cereal 




day 


day 


products 

Year 

Calories 

Index 

(grams) 

Index 

(grams) 

Index 

(index) 

1949-50 

2,610 

100.0 

73,9 

100,0 

32.2 

100.0 

100.0 

1950-51 

2,677 

102.6 

74.4 

100.7 

33.7 

104.7 

101.4 

1951-52 

2,706 

103.7 

68.2 

92.3 

26.2 

81.4 

111.8 

1952-53 

2,736 

104.8 

68.3 

92.4 

26.0 

80.7 

115.1 

1953-54 

2,849 

109,2 

75.3 

101.9 

27.6 

85.7 

116.2 

1959-60 

2,773 

106.2 

86.8 

117.5 

33.9 

105.3 

91.8 


Source: F. Ginor, Uses of Agricultural Surpluses (Jerusalem: Bank of Israel, 1963), 
pp. 426-427, 430-431. 
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a decade earlier under rationing. Of course, caloric intake per day 
is not a sufficient measure of a diet’s adequacy. Israeli rations were 
quite deficient in fats and animal proteins. 30 For instance, in 1959— 
I960, the daily fat consumption was 17.5 per cent above that of 

1949-1950, and 27 per cent above that of 1951-1952. In 1951, the 
shortage of foreign exchange was responsible for the drastic cut in 
imports of edible oils and fats to 50 per cent of the previous years. 40 
The consumption of animal proteins held up at the more than 
30 grams per day level during the first two years of rationing, but 
again because of foreign-exchange difficulties it dropped by almost 
20 per cent in 1951-1952 as compared to 1949-1950. The shortage 
of animal proteins was partially alleviated by the distribution of 
more vegetable protein. However, since bread remained free of 
rationing, people could eat more of it, and did. For instance, in 
1949-1950 cereals constituted 48 per cent of the daily caloric in¬ 
take; in 1952—1953 it rose to 53 per cent. A decade later, in 1959- 
1960, cereals constituted only 41 per cent of all calories consumed. 

Table 5-2 shows that as long as the ration of meat, fish, sugar, and 
milk products remained low, the nominal per capita consumption 
of wheat continued to rise rapidly. In 1949—1950, per capita con¬ 
sumption of wheat was 120.4 kg., whereas in the next year it rose by 
almost 6 per cent. In 1952—1953 it rose by 13 per cent over the 
previous year. Not until 1953—1954 did per capita wheat consump¬ 
tion start to decline. 

The high demand for bread was not due to human consumption 

Table 5-2 

Consumption of Wheat Per Capita 


Year Kg. Index 


1949- 50 120.4 100.0 

1950- 51 127.5 105.9 

1951- 52 144.0 119-6 

1952- 53 148,0 122.9 

1953- 54 143.1 118 - 9 

1959-60 114.5 95-1 


Source: F. Ginor, Uses of Agricultural Sur¬ 
pluses (Jerusalem: Bank of Israel, 1963), p. 436, 
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alone. Because the price of bread was very low and it was not ra¬ 
tioned, it was used as a "substitute fodder" for chickens, ducks, and 
rabbits. 41 Rubner notes, for instance, that in 1951-1952 the legal 
price of 1 kg. of chicken was four times that of bread, whereas the 
black-market price was twelve times greater, 4- Since sufficient quan¬ 
tities of feed grains were not available, farmers, kibbutzim, and 
individuals fed their animals the cheap bread. Animal proteins pro¬ 
duced in this way were sold on the free market at very lucrative 

prices. 

“Bread-conversion" is an excellent example of how maximum 
prices lead to incredible misallocation of resources. Even though 
Israel was importing roughly 70 per cent of all wheat either from 
the United States or Canada, a substantial portion of it was con¬ 
verted into animal protein and sold in illegal channels. Thus, offi¬ 
cially allocated hard currency for supposedly indispensable imports 
was diverted to produce meat, poultry, and eggs. According to one 
observer, the bread-conversion practices used up 20 per cent of the 
total imports of wheat and flour at a cost of |3-$4 million a year. 43 
Since per capita wheat consumption did not begin to decline until 
1954, as much as $20 million was probably wasted in this way; on a 
yearly basis, bread-conversion used up 10 per cent of all Israeli ex¬ 
port proceeds during the period of direct controls. 

Similar misuse of bread has been repeatedly noted in the Soviet 
Union, especially during Khrushchev’s rule in the early 1960s. Since 
the price of meats and poultry on the so-called farmer's markets re¬ 
mained high, Soviet citizens bought low-priced bread and fed it to 
the livestock. In the Soviet Union the courts considered these trans¬ 
gressions to be “economic misbehavior,” and in especially gross cases 
of abuse sentenced the offenders to death. In Israel, because eco¬ 
nomic misbehavior" is not a capital crime (although those caught 
feeding bread to cattle and chickens were punished), bread-conver¬ 
sion practices continued until market forces made them unprofitable. 

Allocation of Raw Materials and Investment Goods 

During the two world wars, all major belligerents established 
systems of priorities for the allocation of raw materials, semifabricates, 
and finished goods. Wartime priority ratings served two basic pur¬ 
poses: they aided producers in obtaining the necessary inputs from 
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suppliers, and they enabled producers to plan and execute contracts 
in the order of indicated urgency. In wartime America, Germany, 
and Britain, preference ratings were given to the producers of tanks, 
planes, ships, and guns, all the way down to the subcontractors; and 
the flow of raw materials was determined by a priority system. 44 The 
system was designed to subordinate civilian to military demands. 
The quantities of vital raw materials that might be used for non¬ 
military production were limited. In the Soviet Union, for almost 
forty years the government has waged a policy of forced economic 
growth by a similar system of priorities; indeed, forced pace of 
growth was and still is looked upon as the magic key to the future. 
The goal of Stalinist industrialization, to be pursued at almost any 
cost, was to “overtake and surpass” the advanced capitalist countries, 
especially the United States. 46 

Direct controls, as a rule, are designed to cut down the propensity 
to consume and to release resources for a “hot war,” or for an “in¬ 
vestment war” as in the case of the Soviet Union. Had Israel intended 
to pursue the Soviet type of industrialization, it would have poured 
investment resources, extracted from the population by physical 
controls, into heavy industries such as steel, machine-making, and 
construction. This did not occur, however, because the Soviet kind 
of “forced-draft" industrialization, in the view of Horowitz, Gov¬ 
ernor of the Bank of Israel, “cannot be imposed except in a pre- 
democratic or totalitarian state by the most ruthless methods of 
repression. Any attempt to carry out the policy in a democratic 
society would inevitably induce the conclusion that, if capital forma¬ 
tion is to be effected by coercion, a totalitarian regime would be 
preferable as being more efficient in that sort of operation. 48 

During the first three years of Israeli independence, heavy military 
expenditures, enormous absorption and integration costs, and out¬ 
lays for economic development were inflationary because they gen¬ 
erated money incomes but not readily available consumer goods. In 
addition, the Israelis were in a hurry and wanted to telescope into 
20 years a development that should normally take a century. 47 To 
cope with all these pressures, planning was inevitable. 

The crucial factor in any program of economic development is 
the ability of the economy to release enough resources in the form 
of savings to permit a rapid rate of capital formation. Three types 
of saving can provide the means of industrialization: private domes 
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tic saving, government saving, and foreign saving. As a rule, invest¬ 
ment activity depends on the level of national income and the 
existing capital stock. Economists differentiate between gross and 
net investment. The former refers to the amount of new plant and 
equipment created during a given year, plus additions to inventories. 
The latter refers to net additions to the capital stock, the gross invest¬ 
ment minus the yearly wear and tear on plant and equipment, which 

is called depreciation. . 

The salient feature of Israel’s investment activity was and still is 
its dependence not upon domestic annual saving, but on import 
surplus. From 1949 to 1951, Israel’s gross investment approximated 
* almost one-third of the G.N.P. 48 In 1949, gross domestic investment, 
in current prices, was I£ 76.5 million; calculated at a realistic ex¬ 
change rate of *2.73 per I£, it came to $208.8 million « In 1950, gross 
domestic investment was I£ 140.5 million, or $299.27 million, assum¬ 
ing a rate of exchange of $2.13. In 1951, gross investment was I£ 
188.1 million, or $332.94 million, assuming again a “realistic” rate 
of exchange of $1.77> Thus from 1949 through 1951, the value of 
gross investment came to $841.01 million. 51 The foregoing figures 
vary from author to author, depending upon the assumed value of 

the “realistic” exchange rate of dollar to pound. 

Israel's investment funds during the 1949 to 1951 period came 
urimarily from abroad in the form of a large import surplus. The 
dollar values of the import surplus for these years are not precise. 
According to Rubner, the import surplus in nominal dollars 
amounted to $824 million from 1949 to 1951; 62 according to Halevi 
and Klinov-Malul, it was $861 million, 153 and, according to S. Riemer, 
$960 million. 54 If we take the mean value of these figures, the import 
surplus amounted to $882 million. 55 The difference between this 
value of import surplus and the estimated $841 million value of 
gross investments is $40 million; but the difference between import 
surplus and net investments made in the three years of direct con¬ 
trols is more than $250 million, 50 An excess of import over the net 
or gross investment value meant that capital imports were used to 
finance consumption. Even though, during 1950 and 1951, saving in 
terms of percentage of G.N.P. was positive (1.5 per cent and 8.2 per 
cent, respectively), 57 direct controls did not generate investment 
funds. Most of the investments were financed from capital imports, 
while price controls and rationing of consumer goods raised the 
standard of living of the community at large. 
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Because of Israel’s unprecedented rates of immigration, unique in 
the history of mankind, most of the investment resources were poured 
into housing and agriculture. According to Patinkin’s calculations, 
investment in dwellings constituted 47.1 and 48.2 per cent of the 
gross capital formation in 1950 and 1951, respectively, 58 whereas gross 
investment in machinery and other equipment amounted to 18.0 and 
16.2 per cent. In these same years, the investment in agriculture was 
also greater than that in machinery and equipment. The role of the 
government in financing this investment was large; its percentage 
of total gross domestic capital formation in 1950 was 61.1 per cent, 
and in 1951, 54.1 percent. 59 

The official policy of “open doors” to all Jews was pursued along 
with “firm control on all major aspects of economic life.” 00 A 
corollary was that incoming Jewish businessmen lacked organized 
support and had so many obstacles thrown in their path that some 
economists deplored the crippling o'f an “amazing fund of private 
initiative.” 61 

Government officials decided what, how much, when, and where to 
produce and distribute. With the imposition of direct controls in 
April 1949, all domestic and imported raw materials were allocated 
by the Ministry of Supply and Rationing, which had three depart¬ 
ments: heavy industries, light industries, and textiles. 0- All imported 
raw materials were allocated to plants within an industry on a. fair 
share basis, as suggested by the producers and trade associations. 
Needs were determined by the number of firms in an industry and 
the rate of their productivity in an administrative district. To pre¬ 
vent black marketeering, raw materials were allocated on a basis of, 
“linking methods,” that is, a firm’s allotment of raw materials and 
semifabricates depended “upon the delivery of specified quantities 
of products.” 03 These rules of thumb were frequently altered by 
shortages, political pressures, and the whim of bureaucrats. 

From mid-1949 to the end of July 1950, raw materials were con¬ 
trolled, but clothing and footwear remained unrationed. All govern 
ment-approved producers of these consumer goods receh ed p urc 
permits for raw materials, fuels, and necessary semifabricates, w 
could be bought at fixed prices when available. The firms’ manage¬ 
ments had to commit themselves to produce the standardized aus- 
ferity’ 1 clothing* footwear, and furniture, but as long as t ese 
remained unrationed, they could use raw materials for ot er pur 
poses as well. Since the raw material situation was particu ar y 
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rave " - producers usually sold some of their output in the black 
market and made windfall profits. Before the rationing of footwear 
and clothing, consumers bought these items on a firsteome first- 
served basis over the counter, or on an asked-pnce basis, w 

“Se outbreak of the Korean War in June 1950 and the 
arromnanvincr world wide scramble for raw materials, Dr. Joseph 
felt that daily necessities should come under his control. Without 
warning, he introduced rationing of clothing and footwear on August 
1 1950. 60 This measure was extremely unpopular with both the 
general public and the business community. Merchants declared a 
general strike against the government, but Dr. Joseph prevailed and, 
as was not the case with food rationing, “points were require or 
all legal purchases of footwear, cloth, knitwear, furniture, leat er 
items iron bedsteads, mattresses, hats, brooms, and even notebooks. 
Manufacturers and merchants of these goods received raw materials 
and supplies on the basis of the purchase permits and points turned 
in to the National Bank, which administered all “point accounts. 
Special numbers of points were alloted to expectant mothers,, ex- 
servicemen, newly married couples, and those who required work 
clothing and footwear. These points were distributed in the form o 
ration permits wherever the resident did not have ration books. 
Almost from the outset, however, clothing and footwear rationing 
was subverted by the sellers’ resistance. Retailers withheld sales at 
legal prices, regardless of whether the buyer had points or specia 
purchase permits. They concealed stocks in private homes and m 

remote warehouses. 

Because of an acute shortage of hard currency, imports of raw 
materials were low. In the leather industry, for example, the supp y 
of hides to “shoe factories was most unsatisfactory until December 
1950.” 97 The absence of stocks forced production to depend on 
domestic hides, which were hardly sufficient to provide footwear for 
even a month's supply. Not until March 1951 did the Ministry o 
Trade and Industry receive some good quality leather, enoug ^or 
the production of better-grade footwear for six months. For anot eT 
example, the manufacture of “utility furniture had to be suspen, 
in mid-1950 for lack of raw materials/ 8 The bottleneck of foreign 
exchange, however, stymied all government efforts to keep the tn us 
trial wheels Tunning. 88 Consequently, in addition to the o cia 
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allocation of raw materials, the government introduced in the fall 
of 1949 an “imports without payment of foreign currency” scheme. 70 
For these imports a firm needed a license but no allocation of foreign 
currency by the Ministry of Finance. As it turned out, most of these 
raw materials were used to produce luxury items which were sold 
on the “uncontrolled” markets. Thus, nonpayment imports helped 
to subvert the legal market, so that by the end of 1951 rampant black 
markets had become a way of life. 71 

The government’s inability to control inflationary pressures led to 
a flight from currency into material assets. For example, as the official 
cost-of-living index fell and real daily earnings rose, Israelis had more 
money to spend, but the official allocation of consumer goods became 
smaller. 72 The “waiting purchasing” power spilled over into the 
black markets, and people bought anything they could. In such a 
spending-happy milieu, Israeli business turned to the production of 
“new,” not previously produced, goods, most of which were luxury 
items of low use-value. Because of rising costs and the prevailing 
cost-plus methods for determining prices, business establishments 
easily obtained authorization for higher prices for many low-utility 
items. With such a distorted price-cost structure, it was lucrative to 
produce nonessential goods and suspend the production of forks, 
knives, pots, or electrical switches. For instance, one Israeli manu¬ 
facturer stopped producing drinking glasses, which had to be sold 
at a low fixed price, and turned to fancy liqueur glasses, which could 
be marketed at profitable “free” prices. 73 As a result of this reorienta¬ 
tion of production, the development of many branches of essential 
consumer goods was retarded. 74 In agriculture, economic rationaliza¬ 
tion imposed similar behavior on the kibbutzim. Because potatoes 
and vegetables fetched a low fixed price (they constituted part of the 
cost-of-living index), it was hardly profitable to grow them, and many 
kibbutzim turned instead to the cultivation of flowers, which were 

free of price controls. < 

Under the prevailing system of fixed prices, the self-interest of the 

business community was diametrically opposed to the common 
est of the Israeli public. Thus, resources were wasted on a grand 
scale, and Israel’s economy in 1950 and 1951 resembled what t e ate 
Swiss economist Wilhelm Ropke once called a “hair-oil, ash-tray, 
herb-tea economy.” 75 Israel's economy suffered from disor ers 

economic metabolism, so to speak. 
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The flight from currency was manifested in other developments 
resulting from Israel’s price-freeze policy. With the Israeli pound 
heavily overvalued, everybody sought foreign exchange, especially 
dollars. If foreign exchange could not be obtained legally, smuggling 
of capital was often resorted to. 70 Official allocations of hard currency 
for certain "indispensable” imports made them very cheap in terms 
of domestic currency. Imported foreign machinery and equipment, 
incidentally, were used to build many capital-intensive industrial 
facilities, while thousands of unemployed immigrants were searching 

in vain for jobs. 

In the prevailing inflationary milieu, where the Israeli pound was 
no longer functioning as a "store of value, and where even its unit- 
of-account function was in jeopardy, a getting out of money philos¬ 
ophy led the business community to engage in feverish investment 
in plant, equipment, and inventories. Investment decisions were 
warped; they were made primarily to safeguard the working capital 
of the firm. Such investment became “a vehicle for flight from the 
currency.” 77 Bureaucratic strangulation led eventually to almost 
complete repudiation of the entire gamut of direct controls by whole¬ 
sale violations of it. 78 

Thus it is seen that the first three years of Israel s existence were 
extremely difficult. The government had to fight a war, cope with 
immense immigration, and develop the economy as well. The aim of 
direct controls "was not only to ensure a just distribution of essential 
commodities, but to fight inflation, by diverting inflationary sources 
from the field of consumption to the field of investment and produc¬ 
tion,” 70 However, in the view of Israel’s finance minister no progress 
was made “in the execution of this central aim.” 80 A foreign expert 
also reported at the time that direct controls did not reduce the 

* j * j 3 01 

proportion of private income devoted to consumer expenditures. 

The widespread prevalence of black markets, 82 cost-plus pricing 
policies, haphazard distribution of raw materials, the “flight out of 
money,” and the highhanded bureaucratic manner in the allocation 
of the hard currency led to a considerable demoralization of Israeli 
society, which was reflected in low productivity of both men and 
machines. Since black market activity was not subject to capital pun¬ 
ishment, many Israelis violated the price controls and allocation 
procedures. The temptation to break the law was great and many 
succumbed. It was demoralizing for the Yishuv and the immigrants 


113 


Repressed Inflation in Israel: 1949-1951 

alike to see how the initial enthusiasm, the feeling of a common 
heritage, and the sense of belonging were sapped by unscrupulous 
individuals who cared only for themselves. These persons engaged in 
frauds and forgeries, obtained or granted administrative favors, and 
grew fat and rich. 83 “Protektsia” established itself, and the general 
public soon learned who was part of the establishment and who 
wasn't. Honest, law-abiding firms suffered losses, and patriotic indi¬ 
viduals eked out an existence on official allocations. Many of the 
immigrants felt isolated from the mainstream of Israel’s life and be¬ 
lieved that there was a marked difference between the “first Israel” 
and the “second Israel.” 84 

In current prices, the G.N.P. in 1949 and 1950 increased, but be¬ 
cause of the continued high influx of immigrants and the high 
investment for housing the “actual output of products and local 
services per capita diminished by an average of 18 per cent.” 97 To 
get the economy moving again; to restore incentives, to introduce a 
better method of coordinating the aggregate demand and supply, 
and to let market forces introduce a modicum of economic efficiency, 
the Israeli government needed to institute major economic reforms. 80 

Foreign-Exchange Control 

Israel took over from the Palestine government a well-developed 
system of foreign-exchange controls patterned after the British sys 
tern. The term “foreign-exchange controls” refers to a system of 
regulations designed to assure both that foreign exchange coming 
into the possession of residents of the controlling country is sold in 
official channels and that this exchange is used only for approve 
payments abroad.” 97 In practical terms, an exporter may not spen 
export proceeds any way he wants. Foreign-exchange regu ations 
stipulate that export proceeds must be surrendered for omestic 
currency at a prescribed rate of exchange either to the centra an 
or a ministry. The sole purpose of controls is to ration the availa e 
supply of foreign exchange according to some predetermine 

priorities. 88 . . irW 

Under foreign-exchange controls, regulations are stnct as ov 
constitute "frivolous," "permitted,” and "indispensable payments 
abroad. The items on the government’s priority list receive ore ‘P 1 ‘ 
exchange allocations first and on good terms, the orvest o 
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currency price per unit of foreign currency. Only after the “indis¬ 
pensable” applications have been approved can those for the “less 
vital” imports be considered. The latter applications, if approved, 
buy foreign exchange on “expensive" terms, that is, high domestic 
currency price per unit of foreign currency. For instance, importers 
of such indispensable items as foodstuffs, raw materials, and machin¬ 
ery are permitted to acquire the necessary foreign exchange, let us say 
dollars, for very few units of domestic currency. But for such items 
as automobiles, importers are asked to pay a higher rate. Then, of 
course, black market rates prevail for unapproved transactions. For¬ 
eign-exchange controls alone cannot eliminate a balance-of-payments 
deficit; together with domestic price, wage, and rent controls com¬ 
bined with rationing, labor conscription, and housing controls, they 
may temporarily block the excess or waiting purchasing power. 

In terms of foreign exchange, the Ingathering of Exiles turned out 
to be a very costly undertaking for Israel- It was estimated that $2,300 
was spent on each new immigrant upon his arrival in Israel, 80 so that 
a total of close to $2 billion was required to cover the integration 
costs. The country had at that time hardly anything to export except 
citrus fruit and diamonds, yet it had to provide simultaneously for 
defense, absorption of hundreds of thousands of immigrants, and the 
financing of the economic development of a small and barren coun¬ 
try. From its inception, Israel’s imports of goods and services were 
larger than its exports. This excess is known as import surplus. In 
1949, it was $220 million; in 1950, S282 million; and in 1951, $359 
million. 00 During the three-year period of austerity, the surplus came 
to a total of $861 million. This deficit was financed by $345 million 
in unilateral transfers or gifts and $416 million in loans. 

Short-term borrowing, as a percentage of import surplus, was quite 
substantial: 01 the short-term debts came to 10.9 per cent in 1949, 
18.1 per cent in 1950, and 8.9 per cent in 1951, or roughly $106.5 
million. According to an official source, however, between 1949 and 
1951 “almost 40 per cent of the excess of imports was covered by 
loans—partly short-term and medium-term"; 02 that is, roughly $340 
million of the above $860 million. The late Levi Eshkol, then Israel’s 
finance minister, admitted that Israel was forced to borrow heavily 
because world Jewry did not contribute enough. 03 The shortage of 
foreign currency was so acute that the Israeli government had diffi¬ 
culty in paying for essential imports. 04 It was only after the Consolida¬ 
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tion Loan in 1954 that Israel was freed “from repeated nightmares 
concerning the payment of short-term debts in foreign currency.” 05 
In 1953, the short-term indebtedness was $72.8 million, and by the 
end of 1954 it was reduced to $34 million. 00 

Since there were very few items to export, the ratio of exports to 
imports during the years of mass immigration was 11.3 per cent in 
1949, 11.7 per cent in 1950, and 11.7 per cent in 1951. 07 From 1949 
to 1951, finished consumer goods, raw materials, and fuel comprised 
more than 75 per cent of the total merchandise imports; the rest were 
investment goods imports. 08 In 1952, 45 per cent of all consumer 
goods were imported. 00 All sugar and almost all grains were imported 
during the early years of statehood. 

In day-to-day operations, all applications for export and import 
licenses were addressed to the Ministry of Trade and Industry, 
Ministry of Agriculture, and ^Ministry of Religious Affairs. Upon 
receipt of the license and the endorsement by the foreign-currency 
control division of the Ministry of Finance, the importer could buy 
foreign exchange for Israeli currency at a prescribed price. 100 During 
the austerity period, December 1948 to September 1949, the official 
exchange rate for exports between the United States dollar and 
Israeli pound was $3/I£ 1, or l£ 0.333/$l; and from October 1949 
to February 1952, it was 1£ 0.357/$l. 101 The black market rate, how¬ 
ever, was many times higher. 102 According to one Israeli observer, 
“the official exchange rates had become a fiction.” 103 At the end of 
1951, Israel’s foreign-exchange reserves, its hard currency in other 
words, were virtually zero. In 1952, foreign-exchange reserves 
amounted to $16.5 million and were sufficient to finance Israels 
indispensable imports for half a month. 104 The country lived vir¬ 
tually from ship-to-mouth. 


Rent and Housing Controls 

Control over housing and rents is integral to a system of direct 
controls. In general, rent control strives to protect tenants from rising 
housing costs in the same fashion that price controls attempt to pre 
vent price increases of goods and services. But price controls alone 
do not guarantee that consumers will be able to obtain consumer 
goods at a fixed price; rationing is necessary for that. Similarly, be¬ 
cause the fixing of rents does not guarantee housing to the tenant, 
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housing controls are designed to assure some minimum of floorspace 
and protect tenants against eviction. The control of floorspace is as 
important in any effective system of rent control as rationing in price 

control. 

During Israel's first three years of mass immigration, demand for 
housing far outran the available supply. Providing housing, or rather 
shelter, for the immigrants was accepted “as a public responsi¬ 
bility.” 105 It was obvious to the government that the impoverished 
immigrants would be unable to pay for housing on a commercial 
basis. Therefore, since housing was one of the fundamental instru¬ 
ments of absorption, the Israeli government decided to provide 
public housing. 

In 1948, the government took over the rent restriction laws that 
had been promulgated by the British in February 1940. 106 This legis¬ 
lation made it virtually impossible for a landlord to evict a tenant, 
except in a limited number of cases. The landlord was also pro¬ 
hibited from increasing the rent. 107 Tenants enjoyed almost absolute 
protection, although the rent restriction laws did provide that a 
tenant could be evicted for any of five reasons: 108 

(a) the tenant fails to pay the rent due; 

(b) the tenant causes nuisance or annoyance and damages to 
property; 

(c) the tenant sublets and makes unreasonable profits; 

(d) the owner needs the apartment himself; 

(e) the housing is slated to be demolished or reconstructed. 

In 1940, the average rent for a room in a city was I£ 1.0 per 
month; at the end of 1951, the rent on prewar houses was still I£ 
1.0 per month, even though the average worker earned roughly I£ 
85 per month, as compared with average earnings of I£ 6.0 per 
month in 1940. In 1939, rent took from a quarter to a third of a 
worker’s income, whereas in 1951 it was only 6 to 9 per cent. 100 

Under these circumstances the landlords of unfurnished prewar 
apartments were losing money and consequently kept their property 
in disrepair. 110 Since rent control laws applied only to unfurnished 
rooms or apartments, the landlords, as a rule, converted their rental 
property into furnished apartments with high Tents by adding a 
chair. In terms of Israeli law a room consisted of an area not less than 
6 and not more than 8 square meters. An entrance hall with an area 
of 8 square meters or more was counted as half a room. 111 
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Because leased apartments were so scarce during the years of mass 
immigration, the practice of "key money” (dmay raaphteach) came 
into use. One Israeli economist wrote that the “housing shortage was 
little short of a calamity, and the payment of ‘key money’ (lump sum 
down-payments to ensure right of tenancy) became an accepted insti¬ 
tution in the teeth of rent controls.” 112 Taking key money was not 
considered a criminal offense because rent control in the prevailing 
inflationary milieu “sharply cut the value of the older apartment 
houses for the owners, while, for the tenants the value of these same 
apartments zoomed.” 113 

To lease a room the prospective tenant had to pay the lessor (in 
1951) close to I£ 3,000 and thereafter pay the fixed rent. Since the 
government was anxious to keep down the cost of living and curry 
favor with the impecunious voters, it refused to change the outdated 
rent laws. The result was that “not a single house or flat was built in 
Israel during the first decade for letting.” 114 During the years of 
mass influx “most public buildings for immigrants were wholly 
financed from public sources, and rented to immigrants at a fee which 
at best covered only maintenance costs.” 110 

From 1949 to 1951, the population was increasing by more than 
100,000 a year, and 30,000 new dwellings were necessary annually. 110 
Incoming immigrants went to reception camps, where they were 
accommodated, fed, and provided with basic necessities by the Ab¬ 
sorption Department of the Jewish Agency. In 1948, a national 
company for immigrant housing,” Amidar, was set up with the 
participation of the Jewish Agency, the Jewish National Fund, the 
government, and most of the major companies. Its objective was to 

build as much housing as cheaply as possible. 11 ' 

At the end of April 1949, 60,000 immigrants lived in 24 camps; a 
year later, 95,000 lived in 35 camps. 118 While in the camps the immi¬ 
grants were entitled to free room and board. But at the end of 1949, 
the Housing Department of the Ministry of Labor was set up to pro- 
vide permanent housing for immigrants and to scatter the popu at ion 
throughout the country by building new towns, villages, an agri 
cultural settlements. However, because of shortages of cement an 
other building materials as well as of skilled workers, permane 
houses could not be built in sufficient numbers to accommodate a 
the newcomers. By the end of 1951, 20 per cent of the popu atio 

1.4 million lived in wooden, tin, or canvas huts. 11 " 11 was ‘ n 

the end of 1952 that no one lived in tents any longer, though 19U,U 
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were still housed in camps. 120 Unemployment was very widespread 
among the camp population, and many immigrants suffered from 
frustration, apathy, and despair. 121 In 1949, unemployment as a per¬ 
centage of the labor force, including immigrants in camps, was 13.9 
per cent; in 1950, it was 11.2 per cent; and in 1951, 8.1 per cent. 122 

In general, a system of direct controls implies wage controls and 
frequently labor conscription. Wage controls are designed to prevent 
a rise in personal incomes and to ward off a wage-price spiral. These 
controls are either of a general wage-freeze type or a commitment by 
the government, labor unions, and employers to preserve the existing 
wage levels. 123 Under the latter policy, labor unions promise to ab¬ 
stain from wage demands on condition that prices of foodstuffs, rents, 
and essential consumer goods will not rise. Under a system of direct 
controls, to make sure that manpower is available in needed quan¬ 
tities for priority industries, labor has in some instances been con¬ 
scripted. Israel, however, had no labor conscription. Instead of a 
labor shortage, there was a labor surplus, with the basic problem at 
the time being how to find employment for idle hands. Moreover, 
during the austerity period the “price of labor was the only uncon¬ 
trolled price.” 124 Even though this period witnessed a remarkable 
compression of wage differentials because of the egalitarian wage 
philosophy of the Histadrut, 125 from 1949 to 1951 the daily nominal 
earnings of industrial workers rose substantially. 120 

Despite the various attempts to control the inflationary potential, 
by 1951 disillusionment with the system of direct controls had be¬ 
come general. Flourishing black markets led to the “disintegration of 
the system as a whole"; 127 and “the economic crisis in Israel became 
more acute." 128 Resources were wasted on a large scale; and foreign 
exchange reserves were nonexistent. By the end of 1951, “the eco¬ 
nomic situation was forbidding in the extreme.” 120 Therefore, since 
the virtually unchecked course of open inflation was dangerous for 
the Ben-Gurion government, political self-preservation won out and 
a new economic policy was promulgated in early 1952. It undid what 
the Fabian trade unionists, Marxists, utopian socialists, and old-line 
Zionists had practiced for more than three years. Among other things, 
the new economic policy involved the devaluation of the Israeli 
pound and the scrapping of many of the direct controls. The market 
forces were given a new lease on life, and a period of economic con¬ 
solidation could begin. 



The Wassenaar Conference: 
Negotiating a Debt of Honor 


In 1951, parleying with the Germans was considered by most Jews 
and Israelis to be almost indecent, if not sacrilegious. The mere 
possibility of sitting with Germans around a conference table im¬ 
plied condoning the unforgettable suffering of the Jews at the hands 
of the Nazis. The memory of the extermination camps and the ruin 
and exile of relatives and friends was so fresh and strong that im¬ 
mediate contacts were deemed impossible. For 3,000 years the 
Jewish people had remembered the crimes committed against the 
early Israelites; for centuries Jews, remembering the Inquisition, 
had refused to set foot on Spanish soil. Now, to enter into formal 
negotiations with the Bonn government only five years after the 
Holocaust was inconceivable. But despite these anguishing ques¬ 
tions, the scheduled conference day was approaching inexorably. 

On December 6, 1951, Dr. Adenauer met secretly with Dr. Gold- 
mann in London at Claridge's Hotel. 1 For Dr. Goldmann this meet¬ 
ing “was the most difficult emotionally and perhaps the most mo¬ 
mentous politically." 2 He intended to persuade the chancellor to 
agree upon a billion dollars as a basis for negotiations, because only 
if this was acceptable would Ben-Gurion ask the Knesset to aut orize 
formal negotiations with the Bonn government. 3 Dr. Goldmann 
was very much aware that he was requesting something unusua , 
something that by conventional standards might be const ere in 
correct." * At the end of his twenty-five-minute presentation, o 
mann asked Dr. Adenauer's confirmation in writing that t e materia 
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basis for the forthcoming talks be the Israeli note of March 12, 1951, 
which demanded a sum of $1.5 billion from Germany as a whole. 
According to Dr. Goldmann’s account, the chancellor was visibly 
moved and he replied that his desire for restitution was sincere. In 
fact, he regarded this obligation as “a debt of honor for the new 
Germany.” Furthermore, and this was most significant, he was pre- 
pnred to approve the undertaking Dr. Goldmann requested on his 
own responsibility. 5 Indeed, Dr. Adenauer signed the requested let¬ 
ter that same day. 0 

Before entering into direct negotiations, however, Ben-Gurion 
needed the Knesset’s permission. Accordingly, parliamentary discus¬ 
sion of Israel’s claim against Germany was announced for January 7, 
1952. And everyone knew that the Knesset’s acceptance of Dr. Ade¬ 
nauer’s invitation would mean that the government of Israel took 
official cognizance of the existence of the Bonn government. 

The question of direct negotiations with the Bonn government 
was hotly debated in the press, because no political issue had ever 
aroused the Yishuv more. Feelings ran perfervidly against the talks. 7 
The public at large was concerned lest I sraeli-Je wish-German ne¬ 
gotiations be viewed as a move to accept compensation for the mass 
murder of the Jews. Spokesmen of the extreme Left and Right were 
the most antagonistic. Kol Ha’am, the Israeli Communist paper, 
A l Hamishmar, the organ of the Mapam Party, and Herut, the pub¬ 
lication named for that group, were outspoken in their opposition 
to direct contacts. The religious parties simply refused to condone 

parleying with a “nation of murderers.” 

Regardless of political affiliation, these publications spoke the 
heart and mind of the people. Only the Mapai press strongly pushed 
Ben-Gurion’s line. Of course, the arguments of the Mapam Party, 
Israel’s pro-Soviet labor party, were hollow. For, although that party 
fanned the flames of moral war between the Jewish and German 
peoples in the name of Jewish honor, certain of its members jour¬ 
neyed to East Berlin to apologize for the “reactionary ’ Jews. 8 To 
the Mapam people, West Germany represented merely a continua¬ 
tion of Nazism.” 0 The opposition of Herut came primarily from 
that group’s strong convictions that Germany was an Internationa' 
pariah and that direct talks would probably erase the stigma of its 
moral untouchability. The Germans had not repented for their 
Nazi past, they argued, and the Bonn government should not be 
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allowed to bring about West Germany’s return to the community 
of nations. 10 So-called “blood money” pamphlets circulated widely; 
they were designed to strengthen the “we won’t talk to Germany” 
groups. 

Nor was Israel’s merchant class much interested in receiving Ger¬ 
man capital goods. Substantial segments of the business community 
feared that a flood of German-made goods would undermine the 
prevailing seller’s market. Private industry also opposed the agree¬ 
ment; they liked the existing protectionist policy which made it 
possible for them to make a comfortable profit. 11 

Ben-Gurion and his cabinet braced themselves for the confronta¬ 
tion with a hostile Knesset. Regardless of their personal feelings 
about the Germans, they were convinced that Israel as an inde¬ 
pendent state had to conduct its affairs according to normal stand¬ 
ards of international relations. The economic situation was desperate 

Wm 

and the government had the courage to say openly that emotions 
would not close the huge gap in the country's balance of payments. 12 

On the date set for parliamentary discussion of Israel’s claim, 
well-organized opposition groups attempted to prevent the debate. 
More than 1,000 demonstrators converged on the old Knesset build¬ 
ing on King George V Street, stoned its walls, smashed windows, 
and threw tear-gas bombs. A battle with the police raged for two 
hours, during which ninety-two policemen were injured and hun¬ 
dreds of demonstrators taken to the hospital. 13 

Within the Knesset hall, the debate took place in an atmosphere 
of violence unprecedented in Israel’s parliamentary life. 14 But de¬ 
spite the clamor of the crowds, the wail of ambulance sirens, the 
explosion of gas gTenades, and the volleys of rocks shattering win- 
dowpanes, the meeting continued. Ben-Gurion asked the Knesset 
for permission to begin formal talks with the government of West 
Germany. He had made up his mind about this inflammatory mat¬ 
ter, and for him there was nothing morally wrong about claiming 
Jewish property. He reminded the members that if the request were 
not granted Israel would not be able to collect more than a billion 
dollars’ worth of heirless Jewish property. “Let not the murderers 
of our people be also their inheritors! he exclaimed. 

But the opposition felt differently. Before the parliamentary e 
bate, Menahem Beigin, the leader of Herut, had called Ben-Gurion 
“that maniac who is now Prime Minister ” 10 In voicing his opposi- 
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tion, Beigin made a highly emotional appeal and said that certain 
things were worse than death, such as direct talks with the Germans. 
“What price are we going to get for grandpa and grandma?” he 
challenged. 17 The Communists, for their part, insisted that the whole 
thing was a “trick by the Western powers designed to facilitate the 
grooming of West Germany as the spearhead of new hordes to 
attack Russia.” 18 

During the Herut-led demonstrations outside the building, the 
members of the Knesset were forced to move from one side of the 
chamber to the other to avoid danger. A number of parliamentarians 
were struck by flying rocks and glass, but Ben-Gurion and his Mapai 
people held the line. 

On the second day of the debate, the Knesset was cordoned off by 
rings of barbed wire, guarded by steel-lielmeted police. The terror 
of the day before had been removed, and the debate proceeded under 
more normal conditions. 

On Wednesday, January 9, the prime minister went on the radio 
to issue a strong warning to the dissenters and their leaders. Calling 
them a "gang of hooligans,” he charged that it was unpatriotic to 
support the Herut-led terrorism. 10 Emotions were so frenzied that 
there was danger the country might be plunged into civil war. 20 At 
the end of the debate, in a dramatic roll call, the Knesset voted 61 to 
50, with 5 abstentions and 4 absentees, in favor of Ben-Gurion’s 
request. Mapam, Herut, General Zionists, and Communists voted 
en bloc against it. 21 The decision delegated full powers to act to 
the Knesset Foreign Affairs and Security Committee, where Ben- 
Gurion held a majority of eight of the fifteen members. 

With this authority in hand, the government of Israel entered 
into discussions with the representatives of world Jewry to map a 
common strategy for the impending talks with the Germans. Dr. 
Goldmann called for another meeting of the Claims Conference in 
New York on January 20. He was appointed chairman of the execu¬ 
tive committee to direct the negotiations. Other members of the 
executive committee were Jacob Blaustein of the American Jewish 
Committee, Frank Goldman of B’nai B’rith, Israel Goldstein of the 
American Jewish Congress, and Adolph Held of the Jewish Labor 
Committee. 22 Further discussions were held in February in Paris 
and New York. 23 

By the end of February, a spokesman for the Israeli Foreign Min- 
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istry announced that his government had officially accepted the 
West German invitation, and Dr. Goldmann transmitted to Ade¬ 
nauer word of the Knesset's readiness to undertake direct talks. On 
February 29, the chancellor asked his finance minister, Dr. Fritz 
Schaffer, to prepare for the forthcoming talks with Israel. 24 

Since the cabinet had assured the Knesset that no Israeli would 
enter the territory of the Federal Republic, and since no German 
could come to Israel to discuss the matter, the talks had to be held 
on neutral territory. 20 Accordingly, the negotiations got under way 
at Wassenaar, near The Hague, Netherlands, and continued, with 
some interruptions, from March 21 to August 27, 1952. They were 
marred by bitter controversy in Israel and Zionist circles all over the 
world, and by the hostility of the Arab states. To mislead opponents 
of the talks, the press created the false impression that they were 
being held in Brussels. 

Three parties were represented at the conference table: the Ger¬ 
man delegation, led by Professor Franz Bohm; the Israeli delegation, 
headed by Dr. Felix ShinnaT and Dr. Giora Josephthal; and the 
Claims Conference, represented by Moses A. Leavitt and Alex L. 
Easterman. 28 Adenauer's speech of September 27, 1951, provided 
one basis for negotiations—the German moral debt. The Israelis, for 
their part, were making a claim for the expense of integrating half 
a million olirn (immigrants), 27 on the ground that the absotption 
of such an influx of diseased, impoverished, and broken people 
caused huge outlays for the newly constituted state. At the same 
time, the Claims Conference was asking for a payment of $500 mil¬ 
lion for the welfare and rehabilitation of Jewish victims residing out¬ 
side the Federal Republic. The two claims came to $1.5 billion. 

To substantiate thrfr claim, Israel's representatives advanced three 
arguments. First, the total of 500,000 refugees was supporte y a 
breakdown of figures on Jewish immigration from 1933 to 195 , 
giving annual numbers of influx and countries of origin. e er 
man delegates had no reservations about accepting the £ ur£ | ltse j 
Second, and much more difficult, was the question of whether all 
immigrants to Israel had been forced to leave their native countries 
because of Nazi persecution. The record showed that .mediately 

after their liberation by the Allied armed forces in o 

1945 many jews had returned to their native countries, sue « 
Poland, Hungary. Romania, and Czechoslovakia, but there had met 
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such anti-Semitism that they decided to leave again. Jewish homes 
had often been taken over by Gentiles who were reluctant to move 
simply because “the Jew 1 ' had come back. Of the surviving Jewish 
firms and businesses, the machinery was worn out, the supplies gone, 
and the plants “nationalized” by the newly installed Soviet-type 
governments. The Israeli delegation pointed out the above sequence 
of events, and the Germans accepted the fact that the original Nazi 
persecution was responsible for the “second Jewish exodus.” 29 The 
third argument dealt with resettlement and absorption costs. 

Initially, the Israelis demanded $3,000 per immigrant, a figure 
the West Germans accepted with some slight modifications. 20 The 
mechanics of justifying the size of the Israeli claim was initially 
suggested by David Horowitz in 1951. 30 However, it should be kept 
in mind that the method of computation represented only a rational 
basis for a claim that was definitely outside the realm of mathe¬ 
matics. 81 

When the talks opened at Wassenaar, the first items of business 
were to determine the exact amount of the Israeli and Jewish de¬ 
mands, to state the German position on these demands, to settle cer¬ 
tain technicalities and future procedures, and finally to gain some 
insight into the attitudes each side brought to the parley. The meet¬ 
ings took place in the most chilly diplomatic atmosphere imaginable. 
The delegates spoke mostly in English to avoid having to use Ger¬ 
man. Israeli and Jewish delegates took care to avoid public social 
contacts with their German counterparts. There were no handshakes 
in public; a simple nod passed for a greeting. For reasons of domestic 
politics, and for purely personal reasons, nothing but the utmost 
reserve was expected from the delegates representing world Jewry 
and the Israelis. 

The first encounter on March 20, 1952, was highly dramatic, ac¬ 
cording to Josephthal. 32 Everyone rose when the Israelis came in. 
The opening statements were read standing by Gershon Avner and 
Professor Bohm. The German statement was to the point and, from 
the Israeli position, negative because (1) the London Debt Con¬ 
ference had fixed Bonn’s foreign debts, (2) the Allies were man- 
aging the West German foreign exchange, and (3) the Federal Re¬ 
public could pay only limited amounts. 33 

The initial Israeli reserve was soon softened by human imponder¬ 
ables. For instance, during the second meeting on March 24, D r * 
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Otto Kuster, deputy chairman of the German delegation, wrote a 
note to Dr. ShinnaT, saying that his English had a trace of Swabian 
accent. He pushed this note across the table and back came a quick 
answer: “Yes,” wrote Dr. Shinnar, “I was born in Stuttgart.” It also 
turned out that the two had attended the same Gymnasium. 34 From 
that day on the negotiations were held in German. 

During the second session, Dr. Shinnar presented the particulars 
of the Israeli demands, namely, the payment of $1 billion, one-third 
in hard currency and two-thirds in goods, over a period of five to 
six years. 33 The Germans accepted the obligation to make payment, 
in line with Adenauer's speech, but disagreed with the Israelis on 
the amount and the period of time. It was Professor Bohm’s re¬ 
sponsibility to translate Adenauer’s pledge into practical measures. 
The West German finance minister, at that time Dr. Fritz Schaffer, 
repeatedly stressed his country’s large financial commitments, as did 
Dr. Hermann J. Abs, a leading German banker and chairman of the 
London Debt Conference" of 1952, In no time at all the limited 
ability to pay” argument became a bone of contention among the 

three negotiating partners at Wassenaar. 30 

The two principal factors behind the German position of limited 
ability to pay”—first expressed by Adenauer and later reiterated by 
his agents-were the country’s incomplete economic recovery and 
its long-standing foreign debts. West Germany had unquestionably 
made great gains after the currency reform of 1948, but in 1952 
the standard of living was still low compared with what it had been 
before the war and with the standard in most other Western coun 
tries. One particularly weighty reason for this comparatively slow 
recovery was the influx of more than eight million re u ’» ees ^ 
expellees. It is true that after recovery got under way the West 
German industrial capacity was larger than before 1939, ut 
capacity was still the principal bottleneck. Fot, by t e ear y 
the Western Allies continued to keep restrictions on certain strategic 
industries to prevent the Germans from rebuilding their war po 
tential; for example, they were still forbidden to replace the dis¬ 
By the end of 1951, the first favorable balance of payments f 
goods and services had emerged. The surplus stoo at on y / ^ 
million, but export developments augured we or - , 

the 1952 surplus turned out to be $580 million - However, there 
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were many strong claims against these surpluses, first and foremost 
of which were the long-outstanding foreign debts. To regain their 
credit on the international markets, the Germans had to settle these 
obligations. 

Thus the talks at Wassenaar were inseparable from those in 
London at the Debt Conference, where Dr. Hermann J. Abs was 
negotiating for the Bonn government the settlement of prewar 
German debts, 30 Three days before Adenauer’s formal invitation 
to the Israelis on December 6, 1951, he had held last minute talks 
with Dr. Abs to discuss Germany's outstanding debts and Bonn’s 
ability to pay. At that meeting Adenauer reportedly did not bring 
up the matter of the invitation to Israel, but there is no doubt that 
Abs knew about it. Abs insisted that the Federal Republic could 
not incur any new obligations without informing her creditors and 
gaining their concurrence. According to the head of the German 
delegation, Professor Bohm, 40 Abs believed that such a warning 
would prevent Adenauer from assuming any additional obligations, 
such as those demanded by Israel. Supposedly, Abs first learned of 
Adenauers invitation from Moshe Keren, an Israeli diplomat, in 
London on February 29, 1952. 11 Abs, feeling that this new turn con¬ 
tradicted all previous instructions, cabled Bonn for clarification and 
new instructions. He was summoned to the capital on March 8, and 
it was only then that he was officially informed of the forthcoming 
talks in Holland. He wanted to Tesign at once, but was persuaded 
by Dr. Adenauer to stay on. It was at this point that Professor Bohm 
asked Dr. Walter Hallstein, an influential official of the German 
Foreign Ministry, to inform the government of Israel that the talks 
at The Hague must be coordinated with the London Debt Con¬ 
ference. 

Dr. Abs’ over-all objective in London was to find ways and means 
to reduce Germany's total obligations in foreign exchange. At first 
he took a rather inflexible attitude which he justified by saying that 
Adenauer's willingness to incur the heavy new indebtedness to Israel 
put him in a difficult position. How could he reconcile the desire 
to scale down German foreign indebtedness with the Bonn govern¬ 
ment's willingness to incur new debts without precedent in inter¬ 
national law? Abs argued that it was not realistic to ask former 
creditors to cut down their claims and, at the same time, agree to 
take on new, burdensome obligations, a situation that would amount 
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in effect to those creditors making payments to Israel. Because there 
was no basis for pressing the Israeli case before the World Court in 
The Hague, Abs tended to minimize Israel’s claim. He insisted that 
the same bargaining rules adopted for the London Conference also 
be used at Wassenaar. 42 

Initially, Abs had many supporters, including Bohm, who agreed 
that even if Bonn assumed new foreign-exchange obligations, its 
ability to make good on such promises was highly doubtful. Ger¬ 
many’s economic problems included a shortage of foreign exchange 
and an uncertain future in foreign trade. For these reasons, Bonn 
hinted, if Israel would agree to accept goods and not demand hard 
currency or gold, a satisfactory settlement might be arrived at 
quickly, although Abs disagreed. In the early stages of negotiations, 
however, Dr. Shinnar insisted on gold or hard currency, demands 
which Abs opposed strongly. 43 Since the London Debt Conference 
and the Wassenaar talks were interrelated, sharp differences arose 
almost at once among the German, Israeli, and Jews 1 e: egations. 

These differences were not only much resented by t e Jews 1 
Diaspora but they also caused much anguish among the Israehs. In 
a March 1952 demonstration in Tel Aviv, some 40,000 peoples^ 
reported to have protested against the direct talks ^ <Senn™ 
bv raising their right arms en masse and taking the oath: If I forget 

5; O L rfm J Golah, k. m m **»: -rr ? 
to relent, never to rest until our six million murdered ““have 

been avenged." 43 The early hopes and almost exagger, 

fidence of the leaders of the Claims Conference and o 

government were badly shattered. Five months earlier, Aepaywot 

Tel Aviv, Israel Rokach, had been ready to proclaim a £ 
if Ben-Gurion’s government entered into direct negotiations with 

the West German government. 47 The feeling then aga 

had run so high that one Israeli writer, Leib Rahman, ddartd 

he would cease to say kaddish for his ™“^ e isra * u writeri Dr. 
brothers, and sisters if they were held. ■ . «uicide. 4B 

Dworetzki, threatened to ascend Mount Zion an con Y p ro f e ssor 

i, „„ ,«h <* sKS," SS 

Bohm was instructed to suggest the sum $ delegation 

offer, but as a tentative bargaining figure. 0 ff er jj a d 

objected strongly and pointed out that the c ance ^ q£ 

nothing to do with the settlement of ore g 
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resettling the 500,000 refugees, they claimed, were not subject to 
bargaining. The Israelis demanded a firm offer, including details 
on the method of payment. Bohm’s offer of $750 million was just "a 
trial balloon . . . worth nothing more than a phone number,” ac¬ 
cording to one Israeli delegate. 49 As a result, the Israelis walked out 
of the conference on March 31, and the Germans left for Bonn the 
next day. 80 No quick compromise was in sight. 61 

In 1952, the balance of payments trends remained the Federal 
Republic’s chief financial imponderable. The billion dollars which 
Chancellor Adenauer had accepted as West Germany’s share in the 
negotiations was a gigantic sum, as Goldmann called it, and it was 
opposed by cabinet members, party leaders, bankers, and industrial¬ 
ists. 52 The problems created by the imposition of the fantastic 132 
billion mark obligation by the Allied Reparations Commission in 
1921 were still vividly remembered, and many responsible Germans 
were afraid that the Federal Republic would not be able to honor 
all its obligations without undermining the mark (DM). 

The transfer problem simply haunted the Germans. If they failed 
to raise or earn the necessary foreign exchange, Bonn’s credit stand¬ 
ing could not be reestablished; without it the Federal Republic’s 
economic recovery might be seriously endangered. For this reason, 
the Germans kept emphasizing that the London and Wassenaar 
talks had a natural financial connection. 53 This was the so-called 
"one pot theory,” 54 

The Germans were aware that moral obligations were completely 
different from financial obligations, but Adenauer knew that if the 
Wassenaar talks failed the London talks would also collapse, and 
vice versa. Nevertheless, the Israeli delegates demanded priority con¬ 
sideration and rejected all references to the interdependence of the 
two conferences. They were afraid that since other German creditors 
were "getting about 40-50 per cent, we shall get about 300-350 
million.” 65 On the other hand, Abs, aware of Israel’s extremely dif¬ 
ficult foreign exchange situation, probably hoped to be able to 
settle for less than the amount the Israeli delegation demanded. 56 

With no compromise in sight, Bohm, who had returned to Was- 
senaar, went back to Bonn for the second time within the week. 
The Germans were being put on the spot by the Israelis, who wanted 
to know exactly and officially how much Bonn was going to pay* 
Privately they knew "what the delegation here is recommending, but 
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it is not clear whether the German treasury will accept such an 
obligation,” 58 While in Bonn, Bohm met with Adenauer and Abs, 
who told him that the London debt talks had been put off to May 19. 
On April 7, back in Wassenaar, Bohm talked to the Israeli negotia¬ 
tors for two hours and offered them DM 3 billion instead of the 4.2 
billion they had demanded. Adenauer had apparently authorized 
him to make this offer even though it had not been approved by 
the government. 59 On April 8, the Germans declared in writing that 
the London and Wassenaar talks were interconnected and that more 
concrete proposals could be made only within a month or so. 60 On 
April 10, the German delegates informed the Israelis that definite 
proposals would be made by mid-June. 01 On May 6, the Knesset 
decided to break off talks officially until the receipt of a binding 

offer. 62 

The collapse of the Wassenaar negotiations came as a bitter dis¬ 
appointment to Professor Bohm and his deputy, Dr. Kuster. 03 Back 
in Bonn they used all their influence to mobilize public opinion 
and to test the sincerity of Dr.- Adenauer’s promise. They went to 
Dr Schaffer, the finance minister, and asked for more money for 
Israel. His answer was a flat No. Additional spending would have to 
be paid for by either further taxation or the raising of a new loan. 
Deficit financing was out of the question. Bonn’s Basic Law, para¬ 
graph 110, ruled out public deficits for the time being and as 
the Federal Republic’s first finance minister, he felt obliged to 
respect the new constitution both in letter and. spirit. Parsimo y 
was the supreme virtue of Schaffers fiscal policy and a ^ an 
budget was to be the tangible manifestation of his wisdom. Schaffer 
felt that West Germany’s credit standing depended not only upon 
the settlement of its external debts, but upon the sta i lty o 
Deutsche Mark as well. When the two negotiators as e e ’ . 

a country with an annual budget of DM 2 billion, an a 
DM 100 million could be made available for Israel, the answ 

g Kuster thereupon offered his resignation and Bohm ^eatened 
to resign in protest against the government s equivoca a 
ward the specific promises of the chancellor s wi C-Y 
September speech.*" The two men felt that Abs an c a^ claims 
tudes would lead to nothing and insisted tha J 
must be satisfied for moral, if for no other, reasons. 
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Although, officially, the Wassenaar talks were in suspension, they 
were continued on an ad hoc basis. Consternation over the dead¬ 
locked negotiations prevailed not only in Jewish and Israeli circles, 
but among many West Germans as well. Chancellor Adenauer knew 
that the impasse could be broken only by his direct intervention. 00 
He did not want to create the impression that he had broken his 
word to Dr. Goldmann; indeed, Adenauer never hesitated or hedged 
“in carrying out his word to the last letter.'" 07 Almost all West Ger¬ 
man newspaper editors were also aware that the continued impasse 
at Wassenaar might eventually result in a heavy blow against the 
Federal Republic. 08 They urged the resumption of talks and settle¬ 
ment of the Israeli and Jewish material claims. 

With this in mind, the chancellor invited Dr. Goldmann to his 
home for a meeting on April 20, 1952. 09 At that talk, Dr. Goldmann 
reminded Dr. Adenauer that agreement would be possible only if 
Bonn’s payments to Israel and the Claims Conference were regarded 
as a debt of honor, one that could not be settled by financial horse¬ 
trading methods. 70 Only the day before, Dr. Abs had reminded Dr. 
Goldmann and Dr. Shinnar that the two conferences were interde¬ 
pendent. 71 

On April 23, Professor Bohm advised the chancellor that the 
Israeli demands were justified and should be met for the sake of 
West Germany's political future. The decision had to come from 
Bonn and as soon as possible. 72 Adenauer also recognized that po¬ 
litical considerations were much more important than economic and 
financial ones. 73 Quite simply, he wanted and needed an understand¬ 
ing between West Germany and Israel. He also had to honor his 
word. The Israelis probably knew this, and they refused to take Abs 
seriously. In fact, on April 19, 1952, Dr. Josephthal wrote that the 
unofficial news from Bonn was pretty good. 74 The fact that the 
Israeli negotiators insisted that moral claims were not negotiable 
frightened the Germans, according to Dr. Josephthal, who was con¬ 
vinced that this was the best negotiating tactic, because otherwise 
the Germans might “have treated us like a commercial creditor.” 7B 

While the Wassenaar deadlock continued, American Jewish lead¬ 
ers conducted talks with U.S. government officials, Congressmen, and 
Senators, and even with the President himself. Of particular im¬ 
portance were the talks and subsequent exchange of letters between 
Jacob Blaustein, a wealthy American and the senior vice-president 
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of the Claims Conference, and President Tiuman. 70 This influential 
chairman of the American Jewish Committee pleaded with the Presi¬ 
dent for help to overcome the impasse at Wassenaar. As a non-Zionist 
but pro-Israel American Jew, Blaustein has served on many occasions 
as a catalyst, and whenever he talked to Presidents Roosevelt, Tru¬ 
man, Eisenhower, Kennedy, and Johnson, they listened to him. His 
influence with American presidents was always enormous, yet he 
avoided the limelight of noisy publicity. The State Department had 
supposedly asked the newspapers not to apply too much pressure on 
Adenauer’s government. 77 Blaustein’s words did not fall on deaf ears, 
and in a few short weeks President Truman and the U.S. High 
Commissioner in West Germany, John McCloy, and others had 
brought the negotiators back to the bargaining table in Wassenaar. 

These growing pressures led to the first direct confrontation be¬ 
tween Dr. Abs and Dr. Shinnar at Arlington House, London, on 
May 19.™ The day before this meeting, the London O bseruer had 
published a front-page article under the heading, Israe e ore co 
nomic Collapse.” Dr. Abs asked what kind of compromise could be 
worked out, hinting that he would be inclined to offer a sum up to 

DM 800 million instead of DM 4 billion. 80 , . 

The Germans apparently felt that the Israe is were 
that they would “khapp (grab) and accept anything. r. 
replied that on the matter of Israel's resettlement claim no com 

promise was possible. In his excitement, Dr. Shinnar e! ^ la ™ 
if this generation did not collect the §1 billion, their chlldre "° r ,?^ 
their grandchildren would. 88 Dr. Josephthal reported th.atthetfk 
between Shinnar and Abs ended in a row.” 88 Jewish reac ion to the 
unofficial proposal by Abs was extremely s larp. ^ c ? :o |_ ° tlle 

Goldmann, who wrote a long and strongly wor e . M 

chancellor, Dr. Abs' offer was an insult to the: Jewish «««« 

Upon receipt of this letter, Adenauer was ^-u^h^Sefillly laid 
tinued impasse at Wassenaar would un hoped 

groundwork for the restoration of German F^He^d P 

!L,. 

would make West Germany more acceptaDie 

The Pre ,.igc. «* MS 

needed, was evaporating. According o > first ^ that 

of May 19 with Abs made the latter realize fo 
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the Israelis would not horse-trade, no matter how precarious the 
economic situation of their young country. 8 " The next day. Dr. 
Shinnar left for Paris to meet Israel’s foreign minister, Moshe 

Sharett. 80 

On May 20, 1952, the Foreign Policy Committee of the Bundestag 
unanimously “adopted a resolution stressing that the claims of Israel 
and the Jewish people were of a moral nature and should be given 
precedence over the commercial claims under discussion in Lon¬ 
don.” 97 The implication of this decision was that from now on 
Dr. Abs’ talks in London would not be coordinated with those at 
Wassenaar, and the Israelis would not have to queue up in Lon- 
don," as Sharett used to say, but instead would receive preferential 

treatment. 

On or about the same date, the chancellor recalled Abs from 
London. Bohm’s resignation was not yet effective, and the only way 
to induce him to stay on the job seemed to be to raise the German 
offer to Israel. Dr. Kiister had already resigned. According to Gold- 
mann, “in the history of diplomatic negotiations there have been few 
examples of government representatives dissociating themselves^ so 
openly from the viewpoint of their government and announcing 
their solidarity with the other side.” 88 This stance was of inestimable 

moral value and should never be forgotten. 

To assuage Bohm, the chancellor brought him together rvith Abs 
for a talk. A few days earlier Bohm and the chancellor had ex¬ 
changed sharp words during which Bohm told Adenauer that the 
Israelis would probably accept an offer of DM 3 billion. But the 
chancellor had rejected this proposal until he could consult wi | 
Abs. When both men finally got together, Abs reported the intrant- 
gence of Shinnar, saying that Israel insisted on a settlement of D 
4.2 billion within 6 years, with 60 per cent of the sum to be paid in 
hard currency and 40 per cent in goods. To Abs the Israeli claim o 
DM 4.2 billion was as much out of the question as Bohm s persona 
proposal of DM 3 billion. Schaffer, the finance minister, had a figure 
of DM 2 billion in mind. 80 

Since the fear of another “transfer problem" had, from the very 
outset, stymied the Wassenaar talks, Bohm had asked Professor Tritz 
W. Meyer, an economist at the University of Bonn, to prepare a 
memorandum on the question of whether payments in kind wou 
seriously impair Bonn’s ability to discharge obligations arising ou 
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of the future Israel Agreement. Professor Wilhelm Ropke (Geneva) 
wrote a second memorandum on this question. Both scholars argued 
that payments in kind were not necessarily identical with payments 
in foreign exchange. 00 This view was also shared by Ludwig Erhard, 
then minister of economics, but Dr. Abs disagreed. 01 

To break the deadlock, Adenauer came to the conclusion that 
Bohm’s proposal was fair and asked him to go to Paris and make his 
offer to Dr. Goldmann. Bohm agreed to do so, and both men met 
there on May 23. 02 On the same day, they held a second meeting, 
attended also by Dr. Shinnar, Dr. Josephthal, Dr. Barou, and Gershon 
Avner. 93 Bohm made it cleaT that he was not authorized to make any 
binding proposals; he merely wanted to sound out Israeli reaction. 
His offer was a sum of DM 3 billion, within a period of eight to 
twelve years, in German-made goods. Dr. Goldmann accepted the 
offer in principle, but he felt that Bonn should discharge this obliga¬ 
tion in seven years and that at least one-third should be paid in 
foreign exchange. 04 The Israelis'*were determined not to resume 
talks°at Wassenaar prior to receipt of a formal and firm offer from 

the government of the Federal Republic. 06 

On May 28, Adenauer met in Paris with Dr. Goldmann, but the 

chancellor could not offer anything concrete because his cabinet had 
not yet discussed Bohm’s proposal. 00 The basic reason for this seem 
ing procrastination was that during May the Contractual Agreement 
between the British, American, and French governments on t e 
one side, and the Bonn government was negotiated, and the c an- 
cellor had devoted most of his time to it. The ° 

missioner, for instance, reported that between ^ a y * an „ 0T 
22nd, 1952, we held eleven all-day meetings with t e ance ^ . 

The treaty was signed on May 25, and Dr. G°1 mannio ser V _ 
during this ceremony American Secretary of State Dean 
and British Foreign Minister Anthony Eden a a c an ^ . 
to Dr. Adenauer about the stalled Wassenaar talks and 
the unfortunate consequences their failure would have ‘ 

Eden nor Acheson in their memoirs has mentioned exactly what 

Was said on that occasion. Even though A enau *- r ^°V „ an op . 
Goldmann anything official, the two chance llor 

timistic communique to the press to t e_ ^ conclusion 

was determined to bring the Wassenaar ‘ O0 

and that they would be resumed in the very near 
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On June 1, Shinnar flew home to Inform the Israeli government 
of the latest developments. Of course, he knew that Adenauer "was 
bent on putting into effect the proposals Professor Bohm had made 
with his knowledge.” 100 The only real resistance came from Dr. 
Schaffer, his finance minister. 101 On June 8, Blankenhom sum¬ 
moned Goldmann from New York to Bonn. 102 Shinnar arrived in 
Cologne on une 9 and that same evening he held preparatory talks 
with the Secretary of State, Dr. Hallstein, and Bohm. 103 Incidentally, 
Dr. Shinnar entered the territory of the Federal Republic of Ger¬ 
many secretly—a step he took with mixed emotions since Israelis 

were forbidden to go to that country. 

The cmcial talks took place on June 10 in Bonn when all major 
issues were resolved. 101 Dr. Shinnar, Dr. Goldmann, and Dr. Barou 
met twice that day with the German team consisting of Adenauer, 
Hallstein, Bohm, Abs, and Abraham Frowein, secretary of the Ger¬ 
man delegation at Wassenaar. The Germans agreed to pay between 
DM 3.4 and 3.5 billion; agreement was also reached on the annual 
payments, including the obligation to deliver goods in the amount 
of DM 400 millon before March 31, 1954. 100 However, the German 
delegation wanted fourteen years to pay while the Israelis were will¬ 
ing to grant at most ten years. The Germans prevailed. At the in¬ 
sistence of Dr. Abs, an Absichtserklarung (declaration of intent) was 
written into the Agreement, which suggested that a loan for the 
payment of the thirteenth and fourteenth installments be made. 108 

Two weeks earlier in Paris, Dr. Gershon Avner had told Bohm 
that Israel had no sterling balances to pay for indispensable oil im¬ 
ports. 107 The failure of Dr. Horowitz’s mission to London in the 
spring of 1952 to obtain a £5 million loan placed Israel’s oil im¬ 
ports in grave jeopardy. Dr. Shinnar knew that, without oil, Israel 
would have no water or electricity and very little production; it 
would mean economic near-paralysis of the hard-pressed country. 
For this reason, he sought and obtained the so-called Olbrief (oil 
letter) concession, which, in fact, meant that one-third of the entire 
sum would become available in sterling, enabling Israel to receive 
oil from Britain. 

During the June 10 meetings, according to Shinnar, a new Abs 
emerged. 109 As long as the London and Wassenaar talks had to be 
coordinated, Abs saw his task as primarily to reestablish the Federa 
Republic's credit standing. When his instructions had been modi 
fled, he helped greatly to establish Bonn’s moral credit. 
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The major stumbling block was the Claims Conference’s initial 
request of $500 million for the victims of the Third Reich living 
outside Israel. 110 The German delegation adopted a negative attitude 
toward this request for various reasons, and Dr. Goldmann "stated 
categorically that even if an agreement were reached with Israel, I 
would not sign any settlement that did not somehow satisfy the 
demands of the Claims Conference.” 111 Goldmann reported that “it 
took a lot of doing to persuade Hallstein and the others to agree to a 
payment of about five hundred million marks to the Claims Con¬ 
ference, on the condition that this obligation might also be dis¬ 
charged in the form of goods to be delivered to Israel, which would 

then reimburse the Claims Conference.” 112 

On that same day, "Adenauer promised to recommend to jtoe 

cabinet the Claims Conference demand for a half-billion marks. 

Thus the second and most dramatic phase of the Wassenaar talks 
ended on a note of accord, although the Claims Conference made a 
substantial concession to the Germans. Dr. Josephthal recorded t at 
the Israelis were "very satisfied”**with the outcome; he added that 
"naturally we shall be criticized in Israel, but I think all serious- 
minded people will hail this settlement.' «• Dr. Goldmann a 
noted that his negotiating partners "were deeply moved m the ate 
evening of June 10.- On June 17, Adenauer presented his cabinet 
with the proposed terms of the Israel Agreement, which were qu c y 
approved On the same day he informed Dr. Goldmann about this 

The actual resumption of negotiations on June 28 tna^d h 
third phase of this first formal Jewish-German confrontauon^ ^ 
World War II. Since the substance of Adenauers p p 
ready been accepted, there remained only the working-out 

"‘Tlfcommittees, one dealing with economic ^the^other wnh 

legal matters, went to work. The . le ^ p, epare d the lists of 

of the treaty, while the economic ; P In P this final stage of 

commodities, quantities, and date hundred and fifty 

negotiations, Dr. Goldmann agree million for non- 

Jewish victims.” 117 As head of _ _ original claim in ex- 

he agreed to take a substantial cu „ for COTnp ensation 

change for Bonn’s commitment to enac S 1 _ The claiins Confer- 
of all Nazi victims in the nearest possi 
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ence’s initial demand for the support and rehabilitation of the survi¬ 
vors of the Holocaust was reduced from $500 to $107 million. Dr. 
Goldmann had supposedly no authority to make this concession, and 
he was taken to task for it by his fellow negotiators of the Claims 
Conference at a meeting in London on July 7. 118 However, it was too 
late to reopen the bargaining process, although Blaustein tried 
valiantly but not too successfully to do so. The Shilumim Agreement 
was actually drawn up by Dr. Jacob Robinson, who at that time 
was in Wassenaar. 110 According to Josephthal, he “is a real authority 
on international law and helps us a great deal.” 120 The talks all 
came to an end on August 27, 1952. 
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Ratification of the Luxemburg Treaty: 
A Stormy Maneuver 


’he signing of the various agreements known as the Luxemburg 
'reaty took place in the Luxemburg City Hall on September 10, 
952. It was the first official “amicable ceremony in almost two 

ecades” 1 between Jews and Germans. 

For the participating delegations, as well as for the news-hungry 
ress correspondents, September 10 started very early Utmost se- 
recy prevailed because Jewish terrorists stood ready to kill all w o 
articipated in negotiating this accord. Finance Munster Sharett 
nd Bohm had escaped assassination during the Wassenaar P erl ° ■ 
•or this reason, selected newspapermen were summoned by a p - 
rranged 7 a.m. phone call to a secret meeting p ace an o 
vere driven to the Luxemburg City Hall. It was a qme ceremony. 

icarcely a word was spoken as the German, Israeli, an J e ' 
jates faced each other across a long table.- Chancellor Adenaue 

need Finance Minister Sharett. To Adenauer s eft « 

iohm facing Drs. Shinnar and josephthal the two ' heads of the 

Israeli delegation. To Sharetfs left was Dr. Go m • 

Dr. Ad«.w ■»«,»»> 

Goldmann’s turn came, an unexpecte 1 nlrlmann accepted 

pen was dry. Hallstein offered him his P-'^°" e5 ( J un . 

it. Was that an omen? For a mom ™ & J , sharett and Adenauer 
easy; the Germans were visibly embarr • n _ Israel (i sr ael- 

had signed what came to be known as . signing ceremony 

wtJT™. Apreement. 5 Throughout the signm 0 ) 
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the atmosphere was extremely reserved. In winding up the Knesset 
debate in January 1952, Moshe Sharett had emphasized that Ger¬ 
man payments of integration costs would not entail either "recogni¬ 
tion or conciliation.” 0 There was no public handshaking. Hands 
were shaken later, after the delegates withdrew beyond the view of 
photographers into an adjoining room where the mood was one 

"of friendliness and mutual sympathy.” 7 

Throughout the Wassenaar negotiations, the representatives of 
Israel and of the Claims Conference stressed that the "compensation 
sought was for material losses suffered by Nazi victims and was not 
in reparation for moral wrongs inflicted. Those wrongs were ir¬ 
reparable in their totality, a viewpoint which the German govern¬ 
ment also acknowledged ” 8 On this occasion. Finance Minister 
Sharett explained that the just-signed agreements were of great moral 
significance because they represented a precedent for voluntary rep¬ 
arations for the spoliation of property, 0 However, he also carefully 
stressed that this accord did not signify a healing of wounds inflicted 
by the Nazi exterminations. The Israeli and Jewish delegates felt 
that no material compensation could ever atone for the German 
moral guilt toward the Jews. Nevertheless, it clearly marked the 
beginning of a German-Jewish dialogue. 

Throughout the world the signing of the Treaty of Luxemburg— 
which still required ratification by both governments—was received 
with neither jubilation nor approval. Hundreds of speeches against 
the acceptance of collective compensation (Shilumim Agreement) 
were made in Israel as well as in the United States. Newspaper 
articles and pamphlets urged all Jews to condemn them. Surely pay¬ 
ment of this kind reminded people of the Teutonic Wergeld, the 
blood money which could atone for the most heinous crime. Op¬ 
ponents of the payments made some lurid calculations: DM 3,000 
million paid for six million Jews killed. That meant DM 500 fot 
every Jew murdered. "Jews are cheap,” they protested. 10 

Others reminded American jews that West Germany had com¬ 
mitted itself to pay only 54,8 per cent of the original claim sub¬ 
mitted by the government of Israel and the Claims Conference. Such 
a settlement was nothing to be proud of. The agreed-upon delivery 
schedule was the most "disastrous practical aspect of the entire 
scheme,” the critics predicted. Adenauer was expected to remain 111 
power only up to 1956. Thereafter, from 1957 to 1964, with seven 
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or nine annual deliveries still due. West Germany would be gov¬ 
erned by a new Nazi regime. With such a future in sight, Israel and 
world Jewry would soon discover that the golden prospects of Ger¬ 
man deliveries would turn out to be empty promises. 11 

Prime Minister Ben-Gurion and some of his ministers, on the 
other hand, were pleased with the Luxemburg Treaty. According 
to Dr. Goldmann, Ben-Gurion expressed these sentiments for what 
was achieved at Wassenaar: "You and I have had the good fortune 
to see two miracles come to pass, the creation of the State of Israel 
and the signing of the agreement with Germany. I was responsible 
for the first, you for the second. The only difference is that I always 
had faith in the first miracle, but I didn’t believe in the second 

one until the very last minute ” 12 

In West Germany, there was no enthusiastic mass approval, either. 
The treaty was not rejected; it was simply received with apathy. 
This notwithstanding the fact that, earlier, Kurt Schumacher, leader 
of the opposition, Carlo Schmidt, leading intellectual of the Social 
Democrats in the Bundestag, Rudolf Kustermeier, editor of the in¬ 
fluential newspaper Die Welt , who spent twelve years in Hitler's 
concentration camps, Basilea Schlink, founder of the Ecumenical 
Sisterhood of Mary Darmstadt, Gertrud Luckner, Romano Guardim, 
Willy Brandt, and above all Erich Luth had all been instrumental in 
generating strong support for the We Ask Israel for Peace action. 
This action had been designed to demonstrate to the world that the 
Germans were ready to atone for atrocities committed in their nanie 
by Hitler’s henchmen. Above all, responsible Germans wanted, to 
counter the popular Jewish view that West Germany was a nation 
of nihilists, sceptics, and cynics” and that economic re a l ita ion 
was not followed by an inner moral recuperation. , ey wa 
to show the Israelis and world Jewry that the Germans were as 
of their Nazi past, that they had unfouled their nest, an t a 
wanted to express remorse for what happened to the Jews in 
Third Reich. 15 Yet the "Peace with Israel Movement remame ^ 
rather small-scale venture of responsible Germans, not a nr ^ 
ment. Voluntary cash contributions to it amounted to ess 
DM 100,000, and this figure is probably a fair indicato 
prevalent German attitude that the "Jews were responsib e tor 
anti-Semitism.” 10 The German will to make restitution 
very strong. 17 
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Adenauer and the Treaty 

The complete story of Adenauer’s role in the moral rearmament 
of West Germany is not yet told, but the record contains some docu¬ 
mentation and much speculation. Adenauer was well aware that 
Nazi atrocities had produced a lingering and understandable anti- 
German bias throughout the world. Hitler had violated the laws of 
international morality by practicing industrialized genocide, and 
Germany itself had come to be regarded as a felon among nations. 
National penitence, by paying moral reparations, was at least one pos¬ 
sible way for the German people to work their way out of their 
pariah status. Adenauer also felt that, without reconciliation with 
the Jews, his new Germany would neither have a proper foundation 
iiQ]- experience a moral rejuvenation. As a charismatic leader, he was 
able to translate his vital convictions into policy. To do whatever 
he could to undo the Nazi past was his personal, heartfelt obligation. 
He was not afraid to use power to wipe out the Nazi misuse of it, to 

find an honorable solution. 18 

Chancellor Adenauer and his government rejected the concept of 
the “common guilt” of all Germans, but assumed moral and material 
responsibility for the suffering of the Jews at the hands of the ex¬ 
terminators of the Third Reich. The concept of collective guilt, such 
as the charge that all Jews are responsible for the death of Jesus 
Christ, is, of course, simply a manifestation of primitive mentality. 
In all democratic countries, where civil liberties exist dc facto (not 
just in constitutions on paper), responsibility for any criminal act is 
attributed to those who committed it. It is impossible to blame a 
Russians for the slaughter of Stalin’s victims, and it is equally impos 
sible to implicate all Germans or, for that matter, all Christians for 
the Nazi genocide. 10 If the common guilt principle should be valid, 
then all retribution would have to be on a collective basis as well. 

During the Wassenaar talks the German delegation stiessed again 
and again that making material amends to the State of Israel was no 
a legal acknowledgment of a liability, because international 
allowed no such obligation. 20 To make a beginning, to start wit 
clean slate, to extend a hand to the Jews and Israelis, this was t 
moral obligation that the Bundestag elevated to a contractual com 
mitment. 21 The Luxemburg Treaty was signed to discharge w & 
might be called the pressing moral duty of all responsible German 
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It is this author’s conviction that reconciliation with Israel was a 
deeply felt need for Adenauer. As a practicing Catholic and a highly 
self-disciplined Christian, he believed in God, sin, penitence, and 
atonement. The recent German past weighed heavily upon him and 
threatened the future. As a human being, Adenauer seems to have 
felt that the only way to escape feelings of guilt and worry about the 
future was through reparation—making up for the wrong done in the 
past—and firm resolution to avoid such sin in the future. He was a 
shrewd politician, and he confessed once that successful politics had 
to be simple. 22 He was also a highly paternal and patriarchal chan¬ 
cellor. 23 He liked to make “lonely decisions” and for advice he used 
to turn to very few individuals. For economic advice he went to the 
banker Robert Pferdemenges; for publicity expertise, to Ernst Bach; 
and for moral tutoring, to Cardinal Frings of Cologne. 24 Like Win¬ 
ston Churchill, he did not drift with time and events, and he had 
the good sense “of acting in the stream of history.” 23 He admired 
and practiced decisiveness, resolution, and strength. 20 

The man in the street was probably sympathetic to Adenauer’s 
cause, but grass-roots political support and action were not strong. 
The Federal Republic inherited the “political neutralism” of the 
Weimar Republic, and all important decisions were made by a small 
ruling elite. The average German felt that reparations for whatever 
reason was the affair of the government, which knew best. In Ade¬ 
nauer's “patriarchal-type democracy,” from 60 to 70 per cent of all 
laws emanated from the government, not the Bundestag.*' Conse¬ 
quently, most of the credit for the moral and political recovery of 
West Germany properly belongs to him. He took the initiative in 
starting the Wassenaar negotiations. The four agreements signed at 
Luxemburg in the fall of 1952 “cannot be considered by any stretch 
of imagination as having been either initiated or settled by orders or 
pressure from the Allied governments.” 28 For him, the settlement 
of the Jewish material claims was much more a moral than a politica 

question, although he never forgot the latter aspect.- 0 

Only the small-but vocal-organized groups of the extreme Lett 
and Right actively opposed the Luxemburg Treaty. Do ^ . 

organ of the former internees and denazified Germans (‘ntnazi 
fizierungsgeschadigter), was one of them. In West Ber m, a 
Europa was another. In November 1952, it printed a proclamation 
which said, among other things: ct Peace with Israel }es. 
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lions to Israel— Never! Let us unite in our fight against reparations, 
which actually represent a Bolshevik-type Morgenthau Plan in dis¬ 
guise. Let us fight for German-Arab friendship.” 80 

The East German authorities actually joined hands with the Neo- 
Nazis of West Germany. For the Communists, “making it good again” 
could have only one meaning, to eradicate fascism. Monetary pay¬ 
ments, they claimed, could never do that. 31 West German Communist 
agitation against the Shilumim Agreement was not very effective. 

The German middle class was silent and passive on the matter. 
Nazi-tainted lawyers, judges, bureaucrats, university professors, and 
officers were back on the job. Their true attitudes on Adenauer s 
policy of moral comeback were reflected in inconsequential daily 
talk. As the staunchest supporters of Nazism, the middle classes had 
suffered greatly under the Allied denazification procedures, but by 
1952 most of them had been rehabilitated. The ratification debate 
gave them a chance to vent their past frustrations. 

Some felt that the payment of DM 3,000 million was something 
like the Peterspfennig (Denarius S. Petri) which all Catholics had 
paid to the Pope for indulgences in the Middle Ages. Reparations 
money was some sort of down payment on the purchase of an indub 
gentia that would enable the Germans to remit at least part of the 
crime. Some may even have felt that the Jews or Zionists were run¬ 
ning the world, and that the Germans were being forced to curry 
their favor. These feelings were never voiced openly, nor was much 
written about these attitudes, but they existed and persisted for any¬ 
one not willfully blind or deaf. It is possible, of course, that the Ger¬ 
mans simply wanted to forget the Nazi past. 32 But it is also possible, 
or even probable, that they felt that “we can live without the favor 
of Israel.’' 33 In the fall of 1952, the Nazi, or rather Christian, legacy 
of Jew-baiting was still strongly ingrained in the minds of most war- 
generation Germans. 

Chancellor Adenauer set the reconciliation with Israel and worl 
Jewry as the most immediate and vital task of his government. He 
wanted to regain for the new Germany the confidence of the Western 
Allies and to win a place for it in the Western alliance against pos 
sible Soviet aggression. 34 As a demonstration to the world of his 
intentions, Adenauer insisted that the first international treaty to be 
signed by his government should bear witness to the moral comebac 
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of the new, postwar Germany. 30 He signed the Luxemburg accord 
on September 10, 1952, at 8 a.m., two hours before he affixed his 
signature to the treaty for the European Coal and Steel Community. 

Basic Provisions of the Israel Agreement 

The Luxemburg Treaty consisted of four related but separate 
agreements. The first, between the State of Israel and the Federal 
Republic of Germany, was the Shilumim, or Israel agreement. Under 
its terms the Federal Republic committed itself to pay 3 billion 
Deutsche Marks to the State of Israel. The second, called Protocol 
No. 1, was an agreement with the Conference on Jewish Material 
Claims against Germany (generally known as the Claims Conference). 
By this pledge the Bonn government incurred the obligation to 
initiate new legislation for individual compensation to the victims of 
Nazi persecution. The third, called Protocol No. 2, was an agreement, 
signed by Adenauer for Germany and Goldmann for the Claims 
Conference, calling for the payment of DM 450 million to the Claims 
Conference for rehabilitation of Nazi victims. 30 The sum of DM 3.45 
billion, roughly equivalent to §820 million at the prevailing ex¬ 
change rate of DM 4.20 to the dollar, was to be paid to Israel. But 
DM 450 million (or $107 million) were to be transferred to the 
Claims Conference in New York. 37 This amount was to be applied 
to the work of Jewish relief organizations throughout the world. 
The fourth agreement provided that Israel undertake to refund to 
Germans the value of secular property, mostly that of the Knights 
Templar, located in Israel. 83 The exact period for the discharge of 
West German deliveries was not stated absolutely, but it was esti¬ 
mated to run between twelve and fourteen years. 39 However, there 
was a stipulation that the first complete payment be made between 
the date of ratification and March 31, 1953. In Germany, the agree¬ 
ment was signed into law on March 20, and Israel ratified it on 
March 22, 1953. DM 60 million were due the day the accord came 
into force, and the remaining DM 140 million of the first payment 
were to follow no later than March 31, 1953. The second payment 
year was to run from April 1, 1953, to March 31, 1954, when another 
DM 200 million were due. From then on, the payment year was to 
run from April to March 31 of the following year. Thus, the third 
payment year started on April 1, 1954, and for the next nine years 
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the German Federal Republic was to pay DM 310 million. The final 

payment was to be DM 260 million. 

Shortly after the treaty went into effect, some observers maintained 
the hope that the entire German material obligation toward Israel 
could be discharged by March 31, 1964. 40 However, this was not to 
be the case. The treaty contained an escape clause permitting the 
Bonn government to reduce payments due after April 1, 1954. Article 
3 (a) (iii) stipulated that yearly installments might be reduced should 
the government of the Federal Republic of Germany be of the opin¬ 
ion that it could not comply with the terms of subparagraph (ii), 
which fixed nine annual installments of DM 310 million each. If the 
West German government decided to take advantage of this stipu¬ 
lation, the yearly payments might be reduced to DM 250 million, 

but no less than that . 41 

This is precisely what the Germans did. Article 4, however, per¬ 
mitted earlier and larger payments than those stipulated in Article 3. 
Whichever course of action the Bonn government took, according to 
the terms of the treaty, the yearly installments were due in equal 
amounts on the I5th of April and on the 15th of August of each 
year. These sums were to be paid into the account of the Israel Mis¬ 
sion with the Bank Deutscher Lander, the West German central bank 
whose name was later changed to Deutsche Bundesbank. Bonn s 
obligation to Israel was spelled out in terms of goods and services, not 
foreign exchange, except for two yearly German payments of DM 75 
million due in pounds sterling, so that Israel could pay for the oil 
delivered by the British company, Shell . 12 To assure equal treatment 
for Israel-bound deliveries, the shipments were to be considered ex¬ 
ports under the provisions of Article 5 (a) of the agreement. All 
firms making deliveries to Israel were permitted to claim certain tax 
refunds, as provided in the Law of Preferential Tax Tieatment for 

Export Stimulation of June 28, 1951. 43 

Article 6 and the Schedule contained a listing of all goods to e 
delivered. Commodities were divided into four groups; a fifth cov 
ered services such as shipping, insurance, and administration, e 
principal categories of commodities were ferrous and nonferrous 
metals, products of the steel and metal-working industries, chemica s, 

and agricultural products. , 

The first schedule, in other words the first consignment of goo s 
selected by Israel, was applicable only until March 31, 1954. There 
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after, each subsequent delivery schedule was to be fixed by the Mixed 
Commission, and its composition was to be based on the schedule of 
the preceding year. 

Article 10 contained an “escape clause” which enabled West Ger¬ 
many to cope with unforeseen developments that might adversely 
affect her ability to pay. In addition to reduced payments in special 
circumstances, West Germany could also, after consultation with 
Israel, temporarily suspend annual payments. These rights could be 
exercised only if “economic or financial capacity was negatively 
affected in a fundamental and lasting manner.” 44 Should this occur, 
an Arbitration Commission was to determine what the Germans 
were to do. HoweveT, the treaty specifically provided that any sus¬ 
pension or reduction of annual payments should not reduce West 
Germany’s total liability of DM 3.45 billion. In other words, in case 
of balance-of-payments difficulties, Germany was permitted to reduce 
temporarily only the next annual installment due, after an applica¬ 
tion had been made to the Arbitration Commission. Payments could 
be stopped only after an understanding had been reached by the two 
contracting parties or by decision of the Arbitration Commission. 

Israel incurred three specific obligations. First, she was committed 
not to export Shilumim commodities to other countries unless such 
goods had undergone substantial transformation by industrial proc¬ 
esses. The prohibition against re-export was designed to prevent 
Israel from reselling German-made products. However, Israel was 
permitted to import German raw materials and export them as fin¬ 
ished articles. 'JThe agreement also stipulated that if the re-export 
provisions were violated, Israel would be “liable to a penalty equiva¬ 
lent in amount to the value of the commodities at the time when 
they were so exported.” The penalty could be imposed by the Arbi¬ 
tration Commission, and any penalty so imposed was to be deducted 
from the next annual installment . 15 Second, Israel was prohibited 
from defraying “freight charges on the carriage of commodities be¬ 
yond the German frontier, except where transport by sea is provided 
by German shipping companies.” 40 Third, Israel committed herself 
to pay DM 450 million ($107 million) to the Claims Conference, 
representing twenty-three Jewish organizations, with headquarters 
in New York. 

In general, all commercial transactions arising out of the Israe 
agreement were subject to the jurisdiction of German courts. Article 
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12 provided that, in case of disputes, the Israel Mission would act on 
behalf of the State of Israel. Since the latter made contracts with indi¬ 
vidual firms in West Germany, German courts held jurisdiction. This 
provision was especially important because at the time the Luxem¬ 
burg Treaty was signed the two countries had no diplomatic rela¬ 
tions. Ambassadors were first exchanged in the summer of 1965, only 
after West Germany had fully discharged her obligations toward 

Israel. 

Four separate agencies were set up to implement the treaty. For 
instance, all disputes between the contracting parties were subject 
to arbitration. The agreement designated the Israel Mission for the 
government of Israel, and the Bundesstelle (officially, Bundesamt fur 
gewerbliche Wirtschaft) for the government of the Federal Re¬ 
public. 47 

The Israel Mission, located at Cologne, was the sole and exclusive 
purchaser of Shilumim commodities and services. It signed all con¬ 
tracts with German suppliers. It enjoyed diplomatic status, its mem¬ 
bers having broader and wider immunities and privileges than those 
usually accorded a trade mission. All senior officials of Israeli nation- 
ality were exempt from the jurisdiction of German courts, ana no 
taxes were levied on the income, profits, and capital of the Israel 
Mission or its members. 

The Bundesamt was located at Frankfurt am Main. Upon 
placing an order with a firm, the Israel Mission notified the Bundes¬ 
amt and gave details about the type, quantity, prices, and terms of 
delivery of the commodities. This office then determined whether 
the orders placed were in conformity with the provisions of the 
Shilumim Agreement. It also saw to it that the appropriate tax 
provisions of Articles 5 and 6 were not violated. In addition, it ap 

proved the payment of invoices submitted. 

The third agency, whose members were appointed by the two gov 
ernments, was the Mixed Commission. Its function was to supervise 
the operation and implementation of the treaty. After March 31, 
1954, it laid down the schedules of commodities and services for sub 
sequent years. 48 This body had no power to adjudicate disputes. 

The fourth agency was the Arbitration Commission. It consiste 
of two arbitrators and an umpire. Its principal function was to sett e 
disputes between the contracting parties. This Commission was 
responsible not only for the Reparations Agreement, but also or 


Ratification of the Luxemburg Treaty 147 

Protocol No. 2, which covered the payment of DM 450 million to 
the twenty-three Jewish organizations. 10 

The Shilumim Agreement was not intended to settle the individual 
claims of Israeli nationals for restitution of identifiable property or 
compensation for persecution by Nazis. Its purpose was to reimburse 
the State of Israel for the cost of integration and absorption of up¬ 
rooted and destitute Jewish refugees from Germany and German- 
occupied territories. 

Ratification of the Treaty 

The Luxemburg Treaty required the ratification of the Bundestag 
and the Bundesrat, 'which was to prove as stormy as the negotiations 
at Wassenaar. The trouble arose from the paradiplomatic activity of 
the Arabs, the opposition of Dr. Schaffer, Bonn’s finance minister, 
and the possible breakup of the “restitution coalition” of the Social 
Democrats and Adenauer’s Christian Democrats. 50 

The Arab League made no bones about the fact that, if the Lux¬ 
emburg Treaty were ratified, they would impose a boycott against 
West Germany. 51 For their part, German businessmen at first paid 
little attention to the Arab threats. However, the German press, the 
business community, and probably the bureaucrats slowly began to 
turn to favoring the Arabs. For instance, a memorandum of the Arab 
Higher Committee for Palestine was widely circulated among Ger¬ 
man business groups. Numerous German-sponsored “Middle East 
Societies” distributed the memorandum, which claimed that the 
intended payments “for all losses of former German Jews” might be 
“helping an aggressor nation to build up her war potential for 
further aggression.” 52 The League threatened that no Arab state 
would issue import licenses to German firms, arguing that Israel did 
not deserve any compensation payments because she had refused to 
do anything for the million Palestinian refugees who had been forced 
to flee without taking their property. The estimated Arab losses were 
said to be close to the fantastic sum of $ 100 billion! 

Arab pressures gradually mounted. In early November 1952, the 
Saudi Arabian government instructed all West German firms to 
cease their operations because of the German-Israel agreement. 
Some German newspapers showed sympathy for the Arab position. 
For example, one business-oriented publication reported that fort - 
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■ rmnan shipments of capital goods to Israel would certainly 

of all Arab state. It was also claimed that the 

Bonn government had not answered an important Arab query as 
lo why Israel should receive all the goods agreed upon at Luxemburg, 
when many jews had simply gone overseas and not become cmzens 
nf Israel/ 1 ' Franz-Joseph Strauss, an important CDU politician and 
liter West German Finance Minister, also published an article 
against the ratification of the treaty in early January 1953.“* 

For Adenauer, the ratification of the Luxemburg Treaty was of the 
neatest moral significance. 56 Regardless of what the various pressure 
Groups did or said, he remained firm in his resolve,” Unfortunately, 

?t took more than six months to ratify the treaty. 

The agitation against ratification continued. Dr. Hjalmar Schacht, 
the former Nazi Minister of Economics, asserted that the Bonn gov¬ 
ernment had signed the agreements under Allied pressure. Professor 
Bdhm refuted this, pointing out that no West German agreement 
had been more unanimously endorsed by government, opposition, 
and all members of the coalition than the Luxemburg Treaty. 08 In 
the same vein, he denied that ratification would involve a violation 
of Arab-German friendship. He emphasized the moral aspects in his 

argument 60 

While these P ros and cons were bein S debated, the Jewish and 
Israeli press resented “the vague and meaningless promises of Ade¬ 
nauer." 60 Why the delay, many wondered? When will Adenauer get 
down to brass tacks? The Jews and Israelis were perplexed, to say 
the least. In addition, a few minor technicalities, such as the initial 
discriminatory shipping clause, slowed down the process of ratifica¬ 
tion. Dr, Shinnar reported at one point that it looked as if the Bun¬ 
destag would not be able to ratify the treaty during the spring session 
and would have to postpone it. 01 Furthermore, the first Adenauer gov¬ 
ernment’s “four-year term of office was about to expire, and accord¬ 
ing to the constitution any matter not finally settled by the outgoing 
government would have to await its turn on the agenda of the new 
one." Neither the chancellor, nor the Israeli government, nor the 
Claims Conference wanted that. 

The Jewish and Israeli diplomatic reaction to the Arab challenge 
was subtle. They pointed out that what Arab threats of economic 
sanctions against German goods overlooked was the economic weak 
ness of all the Arab states. How could an Arab state which depended 
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on the German market impose a boycott against the buyer? It was a 
joke without substance. At the same time, the Israelis admitted that 
the forthcoming German deliveries of capital goods would be of 
tremendous importance in their economic development and that it 
was Israel’s economic progress that the Arab states feared most. 63 

To assuage the Arabs, West Germany granted some Arab countries 
substantial sums for economic development. 04 According to some, 
the Arabs were bought off. The Arabs, in turn, claimed that the 
Germans had bought off the Jews. But, no matter what the terminol¬ 
ogy, the treasury of the Federal Republic was paying substantial sums 
to the treasuries of the various Arab states as well as to the Israelis. 

On March 4, 1953, the chancellor spoke before the Bundestag and 
urged the ratification of the Luxemburg agreements for moral rea¬ 
sons. 00 The ratification, he said, would close the saddest chapter in 
German history. Even those who had committed no crime against 
the Jews must make a contribution to overcome the stigma attached 
to all Germans. The proposed deliveries to Israel were not really 
reparations, because Germany had never fought Israel. The delivery 
of German goods should be viewed as a compensation to the State of 
Israel for the cost of the absorption of many thousands of Jewish 
immigrants. To save foreign exchange most of the payments would 
be made in the form of goods. Finally, the moral commitment on the 
part of Bonn was so strong that “a moral obligation was elevated to 
legal obligation." Such was the masterly persuasion of the chancellor. 

The decisive debate took place on March 18. Most of the cabinet 
members and members of the Bundestag, including the Social Demo¬ 
cratic opposition, spoke overwhelmingly in favor of speedy ratifica¬ 
tion. Only the Communists and neo-Nazis opposed it. Deputy Muller, 
a Communist, termed the payment of DM 450 million to the Claims 
Conference, which he called a holding company for Zionist organ¬ 
izations, an outrage. In the name of Wiedergufmachuiig, Israeli in¬ 
dustrialists would get all they needed to build up then basic 
industries. The real benefactors would be the industrialists of West 
Germany, Israel, and the United States. After all, Muller ex¬ 
claimed, “Americans have forced West Germany into signing this 
agreement. U.S. imperialists want to build up Israel’s war potential 
so that she can become a bastion for further aggression in the Middle 
East." ™ The Communists took the position that they would support 
only individual compensation for damages suffered. The two major 
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narties Christian Democrats and Social Democrats, were in favor of 
rltifiration Without the full and wholehearted support of Dr. Kurt 
Schumacher, the chief of the Social Democratic Party, it would have 
been difficult to obtain ratification of the Luxemburg Treaty."' The 
Bundestag approved the agreement on March 18,1953. Excluding the 
Berlin representative, 239 deputies voted for the agreement, 35 voted 
against and there were 86 abstentions.™ Fritz Schaffer, the finance 
minister, opposed the agreement. He hoped he could convince the 

Cabinet as well, but was unable to do so.™ 

The Bundesrat ratified the agreements on March 20, after it was 
assured that the existing Israeli prohibition against German ships 
entering Israel’s ports would be lifted.'" Theodor Heuss, president 
of the Federal Republic, signed the law the same day. The Israeli 
government ratified the treaty on March 22. Five days later, the two 
parties exchanged the ratified documents in the Secretariat of the 

United Nations. 71 

So it was that the Bonn government formally extended a concilia¬ 
tory hand toward the Jews. The leaders of West Germany knew only 
too well that material amends could never undo what had happened 
to the Jews at the hands of the Nazis in the Third Reich, but at least 
a beginning had been made in a large-scale gesture of restitution and 
good will in recognition of a moral obligation. The DM 3.45 billion 
was not exactly the billion dollars originally requested, “a large sum 
for Germany at that time,” but it was close to it . 72 

For their part, the concerned Jews of the world and those in power 
in Israel saw not only the realistic value of accepting reparations and 
compensation from the Germans, but the moral and judicial impera¬ 
tives as well. 

Significance of the Luxemburg Treaty 

In the field of international law the Luxemburg Treaty, espe¬ 
cially the global compensation to the State of Israel, was probably 
the innovation of this century, a res nova, a sui generis. 7 3 To Dr. 
Goldmann, his ability to persuade the chancellor to pay global 
restitution was truly revolutionary . 74 In contrast to time-honored 
treaty-making practice, Bonn’s government negotiated the Luxem¬ 
burg treaties not only with the State of Israel but also with world 
Zionist and non-Zionist Jewish organizations. 
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To the traditional diplomat or historian, steeped in conventional 
theories of international law, the very concept that world Jewry could 
be made a party to an international treaty scarcely made sense. It did 
not make much sense to anti-Zionists either, because “Jewish people” 
as a homogeneous entity does not exist . 76 But conventional wisdom 
and the Zionist infighting with anti-Zionists could not change the 
outcast status of the newly established Federal Republic of Germany. 
Therefore, in order to rise out of its pariah ghetto, the Bonn govern¬ 
ment was determined to take a new approach toward the solution of 
the material claims against Germany . 70 Chancellor Adenauer knew 
that a stiff legalistic approach would not solve anything. Since it had 
been Hitler’s plan to exterminate all Jews as a people, the chancellor 
felt obliged to pay compensation to every Jew, non-Israeli as well as 
Israeli, who had suffered at the hands of the Nazis. 

With this in mind, the Bonn government recognized the repre¬ 
sentatives of both Zionist and non-Zionist world Jewry as partners 
to The Hague negotiations . 77 Professor Bohm has stated that this 
was done deliberately to do justice to all Jews wherever they live . 70 
This recognition of private Jewish organizations conferred upon 
them a certain legal status, a departure in international relations 
worthy of note. Another innovation was that the agreement was con¬ 
cluded between two states which did not maintain diplomatic rela¬ 
tions—and which for the time being did not contemplate establishing 
such relations, One of them had not legally existed as a state and the 
other had not been constituted in its present form when the events 
giving rise to the negotiations occurred. Thus the West German- 
Israel agreement was not properly a diplomatic treaty, nor was it a 
commercial accord in the accepted sense. Nevertheless, diplomatic 
representation was not deemed necessary for implementation of the 
accord. 

The Gemian-Israel, or Shilumim, Agreement has been popularly 
called a reparations agreement, but this label should be accepted with 
reservations. Reparations usually refer to “a levy on a defeated nation 
forcing it to pay some of the war costs of the winning countries. 

In other words, victors impose and exact reparations from the van¬ 
quished by force. The element of brute force, however, was absent 
in the treaty-making negotiations at Wassenaar . 8 In point of fact, 
Israel’s armed forces had never engaged the troops of the Federal 
Republic of Germany, and Bonn had agreed to incur materia o 




West German Reparations to Israel 


152 

gations toward Israel only as a successor state to the Third Reich. 
West Germany wanted to make material amends for the crimes per¬ 
petrated in the name of the German people by the Nazis. 

Thus, while moral considerations probably provided the initial 
impetus other motives were at work as well. To get back into the 
world community of nations, Bonn’s political interests demanded 
that Germany make a settlement with the Jews and Israel. The Israeli 
government and many Jewish leaders in the Diaspora have acknowl¬ 
edged Adenauer’s symbolic gestures of good will and the part they 
played in bettering Bonn’s image in the Western world. But moral 
considerations apart, the Shilumim Agreement was Realpolitik par 
excellence. Shortly after the Luxemburg Treaty was signed, Dr. Gold- 
mann visited the German chancellor. During an interview after the 
meeting he stressed the ’’great moral significance of the Luxemburg 
Treaty and the large amount of good will toward the Federal Repub¬ 
lic that would result from it.” 81 In another interview with repre¬ 
sentatives of Israel by a correspondent of the foremost German 
weekly, Die Zeit , the Israelis made the point that the various Lux¬ 
emburg agreements were likely to create throughout the world a 
completely different and a much more favorable image of Germany. 

For an individual Jew, the successful initiation of the "moral 
comeback” policy of West Germany did not mean anything; the very 
thought of contact with the Germans was repugnant. For the sur¬ 
vivors of the death mills, all Germans were incurable moral lepers. 
All who lived through the Holocaust felt that no matter what Ade¬ 
nauer, Ben-Gurion, and Goldmann did or said, relations between 
Germans and jews must remain artificial and superficial, at least in 
this generation. To them, the moral comeback was a fiction. The 
members of Israel’s Cabinet were aware of the moral revulsion with 
which the nation viewed the Wassenaar negotiations in 1952. But 
Premier Ben-Gurion and his ministers also knew that respect for 
moral sentiments is one thing and the urgency and pressures of the 
realities of life are something else again. 82 For the Prime Minister, 
the Shilumim Agreement merely reimbursed the State of Israel for 
stolen Jewish goods. There was really nothing much to philosophize 
about, whether to "take or not take.” According to the Torah, as 
quoted by Rabbi A. Bahod, . . he shall restore that which he took 
by robbery’ (Lev. 5:23). 8a The restoration of sums owed to the 
former owners or their heirs had nothing to do with the problem of 
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forgiveness. Only the victim can forgive. The robber must wait for 
that. This was exactly the line of reasoning that Dr. Goldmann 
relentlessly pursued. 84 

For most Germans, moral comeback was an affair of the govern¬ 
ment and, with few notable exceptions, they did not wish to be 
reminded of Nazi crimes. The "average” German felt that he had 
repented both individually and publicly and, by so doing, had 
accepted material responsibility for the past. The new generation of 
Germans, born in the 1930s, believed they should not be expected 
to live with a feeling of eternal shame for being German. In 1952, 
it was roughly estimated that the Luxemburg Treaty would cost the 
Federal Republic from 6 to 8 billion Deutsche Marks. 83 In 1968, 
however, Dr. Goldmann felt that the total sum would amount more 
nearly "to at least fifty to sixty billion marks, ...” and "the bulk of 
this astronomical sum has gone to (the Jews).” 83 

The Federal Indemnification Law of 1953 enabled the former 
persecutees to claim compensation for loss of life, damages to body 
and health, including medical c&sts, reduction of income, loss of 
freedom, incarceration, arrest, property losses, capital losses, dis¬ 
criminatory taxes, impairment of economic and professional advance¬ 
ment, etc. 87 Chancellor Adenauer’s government, while rejecting com¬ 
mon guilt accepted the notion of common shame for the deeds of the 
Nazi government. 

As the decade of the Sixties got under way and the West German 
balance of payments miracle continued to surprise the world, and 
as new categories of claims were made upon the Bonn government, 
the West Germans began to suspect that new indemnification claims 
were put forward simply because of the prevailing economic pros¬ 
perity of the Federal Republic of Germany. 88 The responsible West 
German press made the point that the feeling of collective shame 
could not be expected to last forever and that it was time to wind up 
the moral comeback payments. The right-wing press, of course, had 
opposed this policy from the outset, and for years since has played 
up every single irregularity. Headlines like * Revenge Without End 
or "Why Should West Germany Be An Atonement State?” or "What 
Is Our Hereditary Guilt?” were to be seen in various rightist pub¬ 
lications. Schaffer and Rolf Dahlgrun, the two finance ministers, were 
also critical of the scope of the moral comeback payments. Schaffer 
had supposedly said that "our exorbitant payments, unprecedented in 
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history are neither honored nor acknowledged.” - But regardless 
o hese reservations and distortions, the various Bonn governments 
faithfully continued to fulfill the promises made at Luxemburg m 

1952 "in full measure and beyond. “ 

In the history of international relations, the Luxemburg Treaty 

has no counterpart. It is an accoid without precedent. It represents 
a symbol of hope to the entire world and a warning to all lawless and 
amoral totalitarian governments. To the Jews, the Shilumim Agree¬ 
ment and the Indemnification Law of 1953 meant that for the first 
time in two thousand years they had received material compensation 
for injuries inflicted upon them. These payments, however, did not 
necessarily mean the wiping clean of the slate containing the account 
outstanding between German and Jew. They merely reduced many 
Jewish reservations in dealing with the Germans. How could the 
Jewish moral claims fail to persist? Historically, the Jew does not 
forget the wrongs done to his people. Undoubtedly, future genera¬ 
tions of Jews at the Wailing Wall and elsewhere, intoning prayers, 
will recall the German Holocaust even more fervently and indelibly 

than the crime of Amalek. 
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Implementing the Agreements: 
How and What 


By signing the three Luxemburg agreements in 1952, the Bonn gov¬ 
ernment undertook to redress the material wrongs against the Jews 
by restitution, by personal indemnification, and by payment of a 
lump sum to Israel. Under the first agreement, Shilumim, the 
Bonn government agreed to pay DM 3 billion to the State of Israel. 
The second, Protocol No. 1, was Adenauer’s pledge to initiate new 
legislation for individual compensation to all victims of Nazi persecu¬ 
tion. The third, Protocol No. 2, called for the payment of DM 450 
million to the Conference on Jewish Material Claims against Ger¬ 
many for rehabilitation work with Jews throughout the world. 

The Shilumim Agreement did not settle the claims of individual 
Israeli citizens for personal indemnification. It was, rather, Bonn s 
payment of collective Jewish claims for heirless private and com¬ 
munal property and a compromise rationalization of the cost of 
resettlement and integration in Israel of refugee European Jews. By 
its terms, Israel would receive a total sum of DM 3.45 billion, from 
which it would reimburse the Claims Conference DM 450 million. 
West Germany committed itself to pay two-thirds of the entire sum 

in goods and one-third in foreign exchange. 

For any country to make remittances to another state epen 
upon its ability to collect the necessary sums in domestic currency, 
and to convert or transfer those funds into foreign exchange, 
first problem can be solved usually by taxation or domestic orr 
ing; the second depends upon the country s capacity to earn su 
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amounts of foreign exchange. Conversion of domestic into foreign 
currency constitutes the essence of the “transfer problem/' 

West Germany's discharge of its Luxemburg obligations took place 
amid unprecedented prosperity. At the London Debt Conference Dr. 
Abs had been afraid that the comeback of West German industry on 
the world market would be extremely difficult. Abs and other respon¬ 
sible individuals remembered the dreadful reparations experience 
of the 1920s and they were aware that remittances in gold or dollars 
could be made only by regularly “selling substantially more to the 
rest of the world than she [Germany] purchased from the rest of the 
world." 1 At the time of the Luxemburg agreements, nobody knew 
that West Germany was well on the way to becoming a country of 
persistent and huge trade and balance-of-payments surpluses. The 
propensity of the German people to accumulate dollars and gold 
eventually became embarrassing to the country which in 1945 had 
been seen as an outcast nation in ruins and without hope. 

Economic Growth of West Germany, 1953—1966 

By 1952, massive injections of Marshall Plan aid, together with 
hard work, a gift for improvisation, loyalty of workers to their plants, 
powerful incentives for employers as well as employees, achievement 
of a stable currency, and determined efforts to accomplish a revival 
of foreign trade—all of these factors had contributed to a considerable 
rise in the German standard of living. 

This rapid economic recovery was singularly responsible for 
the great success of Adenauer’s leadership at the polls on September 
6, 1953." West Germany was not yet sovereign, but the country was 
moving swiftly ahead, economically and politically. From 1955 to 
1959, the Federal Republic went through another period of rapid 
economic growth that brought with it an even more amazing rise in 
the economic well-being of the population. The prevailing prosperity 
was largely responsible for the “enduring stability of political condi¬ 
tions in the Federal Republic”; 3 for continuously rising affluence 
tended to make people forget the war, the Allied bombing raids, and 
the humiliation of the defeat, postwar desolation, and denazification. 

To comprehend the economic background in which the Bonn 
government discharged its Luxemburg obligations, it becomes neces¬ 
sary to examine a few select indicators, such as the growth of Gross 
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National Product, the rise in industrial production, the accumula¬ 
tion of gold reserves, and the level of employment. 

The Rise in G.N.P. 

Gross National Product is defined as the market value of all fin¬ 
ished goods, in any given year, in a particular country. The barom¬ 
eter of a country’s economic weather, G.N.P. is a measure of total 
production and of combined utilization of available resources. 
Economists distinguish between the G.N.P. in “current prices" and 
in “real" or “constant" prices. The first refers to the current market 
value of all finished goods, while the second, or "real” G.N.P., is a 
measure in constant prices as of some base year. Since there is con¬ 
stant change in the purchasing power of all currencies, G.N.P. in 
current prices may rise ten times in a given period, but if the general 
price level in the same period has also risen ten times, the real G.N.P. 
has remained constant. For this reason, in order to get a better meas¬ 
ure of changes in the behavior of G.N.P., economists eliminate the 
effects of price increases or decreases by “deflating” or “inflating the 
current G.N.P., with the help of a price index. That is, the G.N.P. 
in current prices is divided by the respective price indices for relevant 
years. The result is a G.N.P. in constant prices, which makes com¬ 
parisons over a period of time more satisfactory than would the use 

of unadjusted figures. 

Table 8-1 shows that, in 1953, West Germany's G.N.P. in both 
stable 1954 prices and in current prices was 147 billion marks, but in 
1966 it stood at DM 481 billion in current prices and at DM 333 
billion in 1954 prices. Thus, during the fourteen-year period when 
the Shilumim payments were being made, the G.N.P. of the Federal 
Republic grew at the average rate of 6 per cent per year. In 1 
when the Luxemburg Treaty was signed, the economic forecast or 
West Germany was poor. 0 It was a year when the economy tur 

from a seller’s into a buyers’ market. 0 

Despite the solid achievement of economic reconstruction ur g 
the years 1948 to 1952, the per capita G.N.P. in 1952 was 6 per cent 
below the 1938 level, while neighboring countries enjoyed a com¬ 
paratively higher standard of living than befoie the war. _ e P. 
war years, of course, had been serious depression years in Bntai 

and throughout most of Europe. 
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Table 8-1 

Growth of West Germany’s Gross National Product® 




G.N.P. at 




G.N.P. in 

1954 




current 

constant 




prices 

prices 




(billion DM) 

(billion DM) 




rounded 

rounded 

Growth rates 

Growth rates 


to nearest 

to nearest 

of real 

of per capita 

Year 

million 

million 

G.N.P . 6 

G.N.P.® 

1952 

137 

136 

■■ . 


1953 

147 

147 

8 - 1 % 

7.0% 

1954 

158 

158 

7.4% 

6.3% 

1955 

180 

177 

12 . 0 % 

10.9% 

1956 

199 

189 

6 . 8 % 

5.7% 

1957 

216 

200 

5.8% 

4.7% 

1958 

232 

207 

3.5% 

2.4% 

1959 

251 

221 

6 . 8 % 

5 -7% 

1960 d 

297 

255 

15.3% 

14.2% 

1961 

326 

269 

5.5% 

4.4% 

1962 

354 

280 

4.1% 

3.0% 

1963 

378 

289 

3-2% 

2 . 1 % 

1964 

414 

308 

6 . 6 % 

5.5% 

1965 

453 

326 

5.8% 

4.7% 

1966 

481 

333 

2 - 1 % 

1 . 0 % 


a West Germany, Sta*istisciies Bundesamt, Statistisches Jahrbuch fur die Bundesrepub ■ 

lik Deutschland , 1968 (Stuttgart: W, Kohlhammer Verlag, 1968), p. 494 (hereafter Statis¬ 
tisches Jahrbuch). 

Y -Y 

6 Calculated as: -I —-—1 x 100, where Y ( denotes the base year and l r f _ 1 the pre¬ 
vious year. 

c Calculated as 5J,350(r)H = 59,638, where 51,350 and 59,638 are the yearly average 
populations, r 1.1 per cent. During 1950-60, the compound annual percentage change 
of West Germany s population was also LI per cent: see A, Maddison, Economic Growth 
m the West (New York: Twentieth Century Fund, 1964), p. 29. 

}Q *^ m 1953 to 196 °. the figures did not include West Berlin or the Saar region; after 
, oth territories were included. Thus, without Berlin and the Saar, the G.NJP*, 
current prices for 1960, was DM 280 billion, and in constant prices, DM 240 billi° n * 
the growth rate of real G.N.P. was 8.6 per cent. 
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Again examining Table 8 - 1 , the figures indicate that the real 
G.N.P. showed an 8.1 per cent growth rate and the per capita G.N.P. 
one of 7.0 per cent. In 1954, expansion continued and prices started 
to move up slightly . 8 The real G.N.P. rose by 7.4 per cent. In 1955, 
the West German economy entered into a phase of full employment, 
and in some fields of definite overemployment . 8 The prevailing eco¬ 
nomic vigor was reflected in the 12 per cent rate of growth for the 
real G.N.P. and almost 11 per cent on a per capita basis. In 1956, full 
employment continued, but bottlenecks in labor made it difficult 
to expand output at former rates . 18 Therefore, in the second half 
of 1956 there was some slack in the economy; for the year as a whole, 
the real G.N.P. growth rate was 6.8 per cent. The first months of 
1957 were marked by some caution, in view of the expanding pro¬ 
ductive capacity, but in general the economy continued to push 
forward rapidly , 11 chalking up a 5.8 per cent increase in the real 
G.N.P, 1958 was significant for four jreasons: first, the economic 
upswing was then ten years old; second, West Germany "came nearer 
than in any previous year to the famous ‘magic triangle* of monetary 
and economic objectives—optimum employment, price stability, and 
equilibrium of the balance of payments ”; 12 third, the Deutsche 
Mark became fully convertible ; 13 and, fourth, after the almost 
feverish activity of the former years, the real growth rate of the 
G.N.P. sagged to 3.5 per cent . 14 Thus, 1958 was a year of relative 

stability. 

However, the recovery came sooner than expected. From mid-1959 
on, the economy entered what the Deutsche Bundesbank called a 
somewhat undesirable boom,” 15 with the main impetus for the ex¬ 
pansion of industrial production coming from abroad. The recorded 
rate of unemployment was less than 1 per cent, so that labor be 
came the most inhibiting factor in the economy, and the country ex¬ 
perienced “absolute labor shortages.” 10 Increased productivity or the 
importation of foreign labor were the only ways to expand output. 
Both were used, and the real G.N.P. rose by 6.8 per cent. When the 
superboom continued into 1960, signs of internal overstrain, suci 
as steep increases in production costs and lengthening of deluery 
periods, were in strong evidence . 17 From 1950 to 1960, the rea 
G.N.P. more than doubled. In 1961, despite continuous full em¬ 
ployment and upward price trends, there was a slight relaxation 
in contrast to the feverish economic activity in 19 an 
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The Deutsche Mark was re-evaluated upward by 5 per cent on 
March 6 , 1961, which made West German goods more expensive 
abroad and foreign goods less expensive in the Federal Republic. 10 
For that year, the real G.N.P. grew at a rate of 5.5 per cent. Boom 
conditions, with overfull employment, and rising prices and wage 
costs per unit of production proceeded almost unabated in 1962, 
although pressures on profit margins considerably reduced the en¬ 
trepreneurial propensity to invest. 20 As a result of these contradictory 
tendencies, the real G.N.P. grew only 4.1 per cent. The year 1963 
was marked by a vigorous rise in foreign demand for German capi¬ 
tal goods. In the first part of the year the economy in a few in¬ 
dustries even had some excess capacity. 21 The real G.N.P. grew at a 
moderate 3.2 per cent for the whole year. In 1964, the country ex¬ 
perienced its fourth economic boom since the currency reform of 
1948; the boom continued until mid-1966, and the economy was 
characterized by a full utilization of existing industrial capacity and 
an improbable 0.4 per cent of unemployment. 22 

fn 1964, the real G.N.P. growth rate was 6.6 per cent, and in 1965, 
5.8 per cent. It was only in 1966, with a substantial slackening of 
investment demand and a serious government crisis, that the specter 
of a sharp recession started to haunt businessmen, workers, and gov¬ 
ernment officials. 23 Under these conditions of uncertainty, the real 
G.N.P. crawled upward at a mere 2.1 per cent. 

Per capita G.N.P., in current price, more than doubled between 
1950 and 1960, rising from DM 2,087 to DM 5,362, and reached 
DM 8,060 in 1966. In the fourteen-year period under investigation, 
the per capita growth rate fluctuated between 1 per cent in the re¬ 
cession year of 1966 and 10.9 per cent in 1955. For the entire period, 
the per capita G.N.P. grew 4.9 per cent a year. 24 


The Index of Total Production 

While the real G.N.P. from 1953 to 1966 grew at the average an¬ 
nual rate of 6 per cent, the money G.N.P. from 1951 to 1955 rose 
by / per cent, which the London Economist described as a "fan¬ 
tastically durable rate/’ 25 This remarkable economic achievement 
has puzzled many economists, who have offered a long and varied 
list of explanations of what made Germany's high average growth 
rates possible. German and Swiss economists of the "Freiburg School" 
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have claimed that the reason was the absence of direct controls and 
the maintenance of vigorous competition and good markets. 28 The 
“unswerving dedication of the German authorities to the goal of 
monetary discipline,” 27 along with a fiscal policy which encouraged 
accelerated depreciation of plants and equipment and reinvestment 
of profits, are other factors suggested. 28 The insistence of the first 
finance minister of West Germany, Dr. Fritz Schaffer, on parsimony 
and the stability of the mark during his term in office, is a possible 
reason. 29 The active role of the government in fostering rapid capi¬ 
tal formation is another explanation. 30 Then, from 1950 to 1960, 
West Germany's total domestic fixed investment absorbed 21.9 per 
cent of the G.N.P. (at factor cost), and this achievement was possible 
iiecause of low private consumption expenditure and low nonpro¬ 
ductive investment. 21 Out of the total fixed investment, additions to 
machinery and equipment were particularly large, a fact which ac¬ 
counts for the great upsurge in output per man-hour. 32 Proverbial 
German industriousness is also offered as a partial explanation of 
the country's postwar growth. 33 Responsible labor union leadership, 
which never lost sight of the heavy dependence of the country upon 
exports, is another possible cause. 31 A historic piece of luck in being 
able to export modem capital equipment of the right kind, at the 
right time, and at competitive prices is still another hypothesis. 83 
Finally, the elastic labor supply is offered as an answer. 30 

Whatever the interpretation preferred by individuals, one thing 
is certain: there is no single explanation for the spectacular eco¬ 
nomic rise of West Germany in the 1950s and 1960s, 

Of course, economists have known for a long time that countries 
which have been ravaged by long and destructive wars seem to be¬ 
have according to the principle that “the farther you fall, the higher 
you bounce." 37 The "catch-up" motivation for investment in post¬ 
war years also accounts to a great extent for some of the feverish 
economic activity. This almost inevitable phenomenon was dealt 
with by John Stuart Mill, who explained that capital is always used 
up faster during war than in peacetime; when peace comes, obsolete 
capital equipment is replaced by better and more modern machines. 38 

Once German economic recovery was under way, the growth in 
industrial production was almost dizzying at first. From 1953 to 19 , 
the index of total production rose from 67 to 161, an increase of 
almost two and a half times,” or, at the annual compound rate, 
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per cent . 40 For the decade 1950-1960, the annual growth rate of 
total output was 7.6 per cent, while from 1956 to 1961 it was 5.9 
per cent . 41 Within this picture, the automotive, electrical equip¬ 
ment, and electronics industries grew almost twice as fast as in¬ 
dustry as a whole, while textile production lagged considerably . 42 

Low Rate of Unemployment 

While over the fourteen-year period the real G.N.P. grew at an 
average annual rate of 6 per cent or 4.9 per cent per capita, total 
production rose at an annual rate of 7 per cent. Without an adequate 
labor force, and above all without modern and responsible labor 
union leadership. West Germany’s economic rise would hardly have 
" been possible. For this reason, some writers have preferred to speak 

of the German “labor miracle.” 43 

Because German labor unions were re-created from scratch in 
1945, they did not suffer a hangover from nineteenth-century labor 
ideology, and consequently were, and have remained, flexible . 44 For 
instance, if the demand in a particular plant rose above its existing 
capacity, new labor-saving machinery or other necessary improve¬ 
ments were introduced at once, as a matter of course. During this 
process, the skilled manpower that was eliminated was automatically 
re-allocated to different jobs, almost without union interference. 
Strikes in tight labor markets would not improve matters—something 
recognized in Germany by both labor union leadership and joint 
works councils. 

In addition, the expansion of industry has not been blocked by 
shortages of skilled labor, because German industry has developed 
a training system that turns out nearly half a million skilled workers 
annually. To become a skilled member of the labor force, an ap¬ 
prentice must pass examinations and obtain a certificate of pro¬ 
ficiency, a document held in esteem by labor unions. When certain 
jobs are “de-skilled,” the change merely affects the training sched¬ 
ules for new workers, not workers who already have earned a certifi¬ 
cate. 

Given the institutional manpower peculiarities of postwar Ger¬ 
many, Table 8-2, which shows the unemployment ratio, may prove 
useful. In 1953, when West Germany started to make deliveries to 
Israel, the unemployment rate was 7.5 per cent, with very heavy 


Irnptem e7 iting the Agreements 


163 


Table 8-2 


Unemployment in West Germany, 1952-1966 


Year 

Unemployment 
(per cent) 

Year 

Unemployment 
(per cent) 

1952 

8.4 

1960 

1.3 

1953 

7.5 

1961 

0.8 

1954 

7.0 

1962 

0.7 

1955 

5.1 

1963 

0.8 

1956 

4.0 

1964 

0.7 

1957 

3.7 

1965 

0.7 

1958 

3.7 

1966 

0.7 

1959 

2.6 




Source: W. Vogt, Die Wachstumszyklen der westdeutschen Wirtschaft (Tubingen: 
J. C. B. Mohr, 1968), p. 16. See also West Germany, Presse- und Tnformationsarat der 
Bundesregierung, Regierung Adenauer, 1949-}963 (Bonn: 1963), p. 697. 


pockets of unemployment in Bavaria, Lower Saxony, and Schleswig- 
Holstein. At the end of 1952, these areas accounted for 56 per cent 
of all unemployment . 40 Parenthetically, unemployment was particu¬ 
larly heavy among refugees and expellees. By 1955, however, the rate 
of unemployment was down to 5.1 per cent. 

With full employment, there were definite labor shortages . 40 By 
1959, the recorded rate of unemployment fell to 2,6 per cent . 17 Dur¬ 
ing this period of full employment, workers were offered noncon¬ 
tractual wage increases, and the number of vacancies remained five 
times as great as the number of unemployed. 4 ® It was at this point 
that German firms began to install labor-saving equipment and to 
import workers. In 1961, 550,000 foreigners worked in West Ger¬ 
many , 40 and total wages and salaries paid per employed person rose 
by over 10 per cent; 50 the year before, the increase had come to 9 
per cent. Another by-product of the extremely tight labor market 
was the emergence of labor hoarding. Certain firms kept men on 
their payrolls even though the workers were superfluous, because 
they feared that laid-off workers would not be replaceable when 
needed. This led to costly hoarding of labor, which, m turn, 

checked the growth of productivity . 41 _ 

fly 1962, the labor shortage had reached extreme proportions. e 
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service industries felt the pinch acutely. A side effect was a decrease 
in uersonal performance resulting from a declining zeal to work. 
One manifestation was increased absenteeism.In 1963 and 1964, 
very tieht labor markets continued and hundreds of thousands of 
Italians Greeks, Serbs, Spaniards, Turks, and Portuguese migrated 
to West Germany. In 1966, the total of immigrant workers reached 
1.24 million; they constituted 5.7 per cent of all wage and salary 

earners . 53 „ r . iriKC> 

While the rate of unemployment fell from 7.5 per cent in 19 j3 

to 3 7 per cent in 1957, the number of employed wage and salary 

earners rose by two and a half million. In 1958, the unemployment 

rate was 3.7 per cent, in 1959 2.6 per cent. In 1966 it remained at 

less than one per cent for the sixth year in a row. From 1953 to 1966, 

the number of employed wage and salary earners rose by six million, 

truly a remarkable achievement! 

Before 1959, the high level of employment was achieved not by 
any artificial stimulation of demand, but by continued government 
emphasis on providing powerful monetary incentives for both pro¬ 
ducers and consumers. As long as additional labor could be obtained, 
the cost-of-living index was marked by considerable stability . 54 From 
4953 to 1958 (the first six years of the Shilumim Agreement) the 
cost-of-living index rose nine points, or 1.5 per cent a year. During 
the same period, the price index of machinery and equipment rose 
11 per cent . 55 The years before 1959 were also characterized by con¬ 
siderable wage restraint on the part of the German labor union 
leaders. Knowing that the well-being of the workers was inextricably 
tied up with export markets, they did not press for “all-you-can-get 
wages." 56 

It was only in 1961, when manpower resources, especially skilled 
labor, were virtually exhausted that the wage-price spiral got under 
way. In that year, the cost-of-living index rose 2.6 per cent, while 
the wage costs per unit of production jumped 6.2 per cent . 57 

Thus, from 1960 on. West Germany's chief domestic problem was 
how to cope with inflation. Up to that year, the cost-of-living index 
had risen by 1.5 per cent a year—a rate of inflation that does not 
warp economic behavior because the monetary unit continues to 
discharge its simultaneous functions as a store of value, a unit of 
account, and a medium of exchange. But when the cost-of-living 
index rises by more than 2 per cent a year, consumers as well as 


165 


Implementing the Agreements 

producers anticipate further price-wage increases and their economic 
behavior usually becomes quite speculative, which makes sustained 
economic growth impossible. The West German achievement in the 
face of less than 1 per cent of unemployment for six years was re¬ 
markable, indeed unique in history, because in other countries, 
where considerable unemployment existed, the rate of inflation was 
greater. 5 ® 


The Growth of Exports 

According to H. C. Wallich, preoccupation (almost to the point 
of obsession) with exports was the sacred cow of the West German 
economic policy . 50 Throughout the 1950s and 1960s, the Federal Re¬ 
public had an active commodity account, as shown in Table 8-3. 
Over the fourteen-year period of Shilumim payments, the average 
surplus in the commodity account was DM 5.1 billion marks. This 
gives rise to the question: What accounts for the German export- 
freudigkeit (literally, export-pleasure), as one expert called it? 00 In 
this period, exports grew at an annual rate of 13 per cent , 01 and im¬ 
ports at 11 per cent . 02 Many reasons have been offered to explain 
the perennial surpluses in the commodity account: inflationary 

Table 8-3 

Growth of German Commodity Surpluses 

(billions of DM) 0 


+2.5 I960 +5.2 

+2.7 1961 +6.6 

4-1.2 1962 +3.5 

+2.9 1963 +6.0 

4-4 3 1964 +6.1 

+5^9 1965 +1-2 

+5.4 1966 + 8.0 


Source: Statisiisches Jahrbuch 1968, p. 2/5. 

<t The values of imports are reckoned c.i.f at the German frontier, 
i.e„ including the costs of freight and insurance, while export values 
arc f.o.b. If, however, exports and imports had been f.o.b.. the export 
surplus would have been greater; but then freight and insurance 
costs would appear in the service account: see Report of the Deutsc 
Bundesbank for the Year 1963, p. 75. 


1953 

1954 

1955 

1956 

1957 

1958 

1959 
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trends abroad, 03 strong foreign demand for German investment 
goods, 04 undervaluation of the mark, 05 and other reasons. 06 

Merchandise transactions constitute only one item in the total 
export-import exchange program in a given period, which enables 
a country to earn, let us say, American dollars. For example, when 
West Germans sold Volkswagens in New York, the exporting firms 
either augmented their dollar balances in American banks or 
changed dollar proceeds into Deutsche Marks at home. In addi¬ 
tion, West Germans could earn foreign currency by transporting 
commodities and passengers in their merchant ships. West Germans 
could also, in a sense, “export*' scenery by attracting American 
tourists to their country. Tourism is always an excellent source of 
foreign currency; when Americans visit the Federal Republic, they 
usually exchange dollars for Deutsche Marks. Still another way 
for West Germany to obtain dollars would be through outright 
grants from the U.S. government for some purpose, such as resisting 
Communism, let us say. This type of transaction is called a uni¬ 
lateral transfer. The merchandise and service accounts together are 
called <:he current account, which shows the country’s current earn¬ 
ings and expenditure status. If West Germany showed an import 
surplus on current account, then West Germans could export long¬ 
term- or short-term promises to pay (10Us) to the United States and 
receive in return American dollars. Such transactions are usually 
recorded in the capital account. Still another way would be to ex¬ 
port gold and receive dollars. The sum total of payments of a given 
country to others, and by others to that country, is referred to as 
that country’s balance of international payments. Current receipts 
(credits) always equal current obligations (debits), because what a 
country exports (commodities, services, or gold) should equal what 
it imports, plus or minus its foreign claims or indebtedness. 

Thus, a country can offset an import surplus by: (1) borrowing 
long-term capital abroad, (2) unilateral transfers, (3) reducing in¬ 
vestment abroad, (4) exporting gold holdings, and (5) using short¬ 
term credits. 07 From 1953 to 1966, the West German commodity ac¬ 
count recorded a surplus in every single year. Since the export of 
commodities is undertaken for profit, a persistent surplus in the 
merchandise account automatically means that these autonomous 
transactions were profitable. 00 

In addition to earnings from commodity exports, shipping, and 
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the like, services rendered to American troops contributed heavily to 
German foreign exchange earnings. From 1953 to 1964, West Ger¬ 
many had a favorable balance of transactions in commodities and 
services, and it was only in 1965 that a small deficit, in the amount 
of DM 46 mil lion, was recorded. 00 This persistent export surplus of 
goods and services could have been offset by the export of long¬ 
term or short-term capital, building up investments abroad, the 
import of gold, or giving grants or nonreturnable donations to other 
nations. 

Even though West Germany chose the last alternative and made 
large-scale unilateral transfers, 70 its balance of payments remained 
in persistent favorable disequilibrium. Capital funds, instead of 
flowing out of West Germany, flowed into the country, as a result 
of which the nation’s monetary reserves and accumulation of gold 
increased uninterrupted, as can be seen from Table 8-4. 

The stupendous growth of West-Germany’s gold reserves and the 
continuous influx of foreign exchange also increased the domestic 
currency supply, because exporters converted their dollar receipts 
into Mark balances. Had this process gone unchecked, West Ger¬ 
many might have suffered from what became known as 'imported 
inflation.” 71 To counter any inflationary consequences of the favor- 

Table 8-4 

West German Gold and Total Monetary Reserves 

(billions of DM) 

Total 
monetary 
Gold reserves 

Year holdings (net) 

1953 1,367 8,158 

1954 2,628 10,930 

1955 3,862 12,781 

1956 6,275 17,795 

1957 10,674 22,917 

1958 n,085 26,105 

1959 11,077 23,621 

Source: Report of the Deutsche Bundesbank for the year 1966, p 164 


Year 

Gold 

holdings 

Total ■ 
monetary 

reserves 

(net) 

1960 

12,479 

31,628 

1961 

14,654 

28,281 

1962 

14,716 

27,729 

1963 

15,374 

30,301 

1964 

16,992 

30,313 

1965 

17,639 

28,807 

1966 

17,167 

29,837 
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able merchandise export balances, the influx of foreign exchange 
was neutralized by means of domestic credit deflation. 7 

The first minister of finance, Dr. Fritz Schaffer, preached and 
practiced the philosophy of balanced budgets in poor years and 
budget surpluses in good years. He ended the fiscal year 1952-1953 
with a surplus in the federal budget of DM 1.05 billion. 78 This, in¬ 
cidentally, was the year when the outlook for West German exports 
had been deemed pessimistic. 74 By 1957, Dr. Schaffer's parsimony 
manifested itself in the accumulation of DM 7 billion of unspent 
federal funds. 78 Nevertheless, the restraint of domestic demand by 
credit deflation and the sterilization of budget surpluses were con¬ 
stantly threatened by the booming export business. 

In an open economy, exports constitute (in addition to consump¬ 
tion expenditures, investment spending, and government outlays) 
the fourth element of the aggregate demand. An autonomous in¬ 
crease in exports, like an increase in autonomous domestic spend¬ 
ing, results in multiple “respending rounds,” which raise the level 
of national income in a multiple of the increase in exports. Such 
foreign-induced “injections” into the domestic-income stream pro¬ 
duce magnifying effects on national income and employment. The 
continuous growth in the commodity exports of West Germany rep¬ 
resented a series of extra additions to the aggregate demand, thus 
increasing national income and employment. 70 

No matter how impressive the accruals of gold and other hard 
currencies by West Germany, it is well to keep in mind that they 
were not caused solely by the surpluses in the commodity and 
sendee accounts. Foreign exchange kept on pouring into the coun¬ 
try because of its higher interest rate and the persistence of rumors 
of an upward adjustment of the Deutsche Mark. 77 To discourage 
the influx of foreign capital, the Bundesbank reduced the interest 
rate to 3 per cent, which was the same level “as the discount rate of 
the Federal Reserve Banks in the United States; and . . . lower than 
that in all other industrial countries, except Switzerland. . • • n 
By 1963, the Bundesbank reported that “everything ought to be 
done which might turn away foreign capital.” 73 However, as can be 
seen from Table 8-4, West Germany’s gold and foreign exchange 
holdings continued to grow up to 1965, yet this development was 
not regarded as dangerous by government authorities. 80 In fact, 
although there were chronic surpluses in the commodity account. 
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those in charge refused to “inflate” the Deutsche Mark so as to catch 
up with inflation abroad. 81 

At the time Chancellor Adenauer signed the Luxemburg Treaty 
in 1952, the Federal Republic had patched up and, to a great extent, 
rebuilt its industrial plant. Yet per capita income was still below 
the 1938 level. More than one-third of its people lived in sub¬ 
standard housing. One-fifth of the population consisted of refugees 
and expellees, who were bitter and, in some cases, hopeless. The 
immediate economic future was clouded by uncertainty, even pes¬ 
simism. At the time nobody could foresee the spectacular growth 
that was about to ensue. West Germany would grow rich and fat, 
but before that happy condition was even indicated its leaders had 
decided to make collective amends to Israel, as well as to pay in¬ 
dividual compensation to all who had suffered during the Third 
Reich. And they had done so at a time when the new nation was still 
poor. 

j 

The Legal Framework for Implementation: The Yearly Protocols 

The Luxemburg Treaty, signed on September 10, 1952, came into 
force on March 20, 1953, and the first payment of DM 200 million 
was due during the budget year 1952—1953, which ended March 31, 
1953. 82 By March 31, 1954, another DM 200 million was to be paid 
to the government of Israel. Thereafter, the yearly installments weTe 
to vary between DM 250 and 310 million, and it was assumed that 
the higher rate would be paid. However, the Federal Republic 
could unilaterally reduce the sum to DM 250 million if it wished. 
For this Teason, the entire obligation could be discharged in from 
twelve to fourteen years. One of the peculiarities of this agreement 
was that the government of Israel was to receive a fixed sum without 
any interest, although the total of DM 3.45 billion was a liability 

of the federal government of Germany, 

If the going interest rate is 6 per cent a year, then the value of 
one Deutsche Mark is 94 pfennigs a year later. 83 At the prevailing 
interest rate of 6 per cent, one mark to be received in fourteen years 
was equivalent to .442 pfennigs in 1953. The other way around, 
■442 pfennigs invested in 1953 at 6 per cent would have grown into 
one Deutsche Mark in fourteen years with interest compoun e 
annually. On the other hand, for the Israeli government 
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terest-free obligation of DM 3.45 billion meant that every mark due 
in 1953 was not allowed to grow to DM 2.26 in the fourteen-year 
period. Had West Germany committed itself to pay interest on the 
DM 3.45 billion, at a rate (r) of 6 per cent, then the principal (A) 
of DM 3.45 billion, after fourteen years would have grown into 
DM 7.8 billion, according to the pattern of the formula already in 

use. 84 

As soon as the Israel agreement came into force, the two contract¬ 
ing parties set up the Mixed Commission as the principal agency 
of implementation. It held the responsibility to determine the yearly 
delivery schedules, to dec de on possible re-exports to third countries 
by Israel of German goods, to settle purchases of non-German origin, 
and to cope with other difficulties that might arise. 

The German delegation consisted of representatives from the 
Bundesbank, and the ministries of economics, foreign affairs, labor, 
food and agriculture, finance, justice, and transportation. This broad 
representation was necessary to facilitate coping quickly with the 
varied and changing tasks. Its Israeli counterpart also represented 
all major sections of the government, including the Special Min¬ 
isterial Committee which supervised the Shilumim payments. 

The Mixed Commission met for the first time on May 18, 1953, 
and talks continued to June 16. On that date the first protocol was 
signed. It contained detailed regulations for the day-to-day imple¬ 
mentation of the Agreement. These regulations were issued as 
Runderlass Aussenwirtschaft Nr. 51/53. 86 Subsequent implementa¬ 
tion changes, amendments, and innovations were to be decided upon 
by the Mixed Commission and written into the yearly protocols. 88 
The yearly protocols were signed after the Israelis and Germans had 
agreed on a number of broad categories of goods from which the 
Israelis could choose in each budget year. During the first few 
years of the Shilumim Agreement, the Mixed Commission adhered 
strictly to the commodity breakdown of Article 6 (d) of the original 
Schedule, according to which Israel was permitted to order DM 26.5 
million from Commodity Group I (ferrous and nonferrous metals)> 
DM 45.0 million from Group II (investment products), DM 35.0 
million from Group III (products of the chemical industry), DM 3-5 
million from Group IV (agricultural products), and DM 15.0 milli° n 
from Group V (services), or a total of DM 125 million. 67 The remain- 
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ing DM 75 million was to be paid in foreign exchange for the im¬ 
port of oil to Israel. 

Israel soon found that year-to-year ordering was too restrictive. 
But by 1955 the initial schedule was revised, and Dr. Shinnar, the 
head of the Israel Mission, was permitted to order greater amounts 
of capital goods than provided for in the initial agreement. 88 The 
procedure was simple and flexible (the Israel Mission was the sole 
agency authorized to place orders with German firms, like any for¬ 
eign buyer, while the Bundesamt fur gewerbliche Wirtschaft, located 
in Frankfurt am Main, served as the supervisory agency): (1) The 
Israel-Mission placed all orders on forms containing information on 
prices, terms of delivery, the budgetary allocation to be used for 
the particular order, the commodity type, name of the foreign trade 
bank, and the date of delivery. (2) This order form went to the 
Bundesamt for checking; it was then returned to the Israel Mission 
with the so-called Feststellungsvermerk (approval of the order and 
guarantee of payment). (3) With this in hand, the Israel Mission 
could place the orders with German firms. (4) The producer's bill, 
accompanied by proof that the commodity ordered was either of 
West German or West Berlin origin, went to the Bundesamt, via the 
Israel Mission. (5) The Bundesamt xechecked all entries and, if in 
order, returned the forms to the Mission with authorization for 
payment. (6) The Israel Mission then instructed the foreign trade 
bank to make payment. (7) Once payment was completed, the bank 
sent the seventh copy of the order to the Bundesamt. sn This legal- 
administrative framework was spelled out in the regulations forming 
part of the first protocol. To husband foreign exchange and to 
stretch the funds as far as possible, the Germans had succeeded in 
including as part of the first protocol that employment of business 
agents by the Israel Mission was prohibited; in addition, goods of 
non-German origin could be ordered only in exceptional circum¬ 
stances. Furthermore, freight costs could be defrayed from Shilumim 
funds only if German bottoms were used. 

By the terms of the Agreement, the Federal Republic was to de¬ 
liver DM 3.45 billion in goods, not outright foreign exchange, ex¬ 
cept for the payment for oil imports in pound sterling. At the con¬ 
clusion of the Shilumim Agreement, DM 1.05 billion were paid in 
pounds sterling, one-third of the total. 90 The changing requirements 
of the rapidly transforming economy of Israel were reflected in the 
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various protocols. Since these documents are still secret, their con- 
tents can be only briefly summarized from secondary and tertiary 
sources. 91 Two protocols (Nos. 2 and 3) were signed in 1954, on 
March 4 and August 5, respectively. The second permitted the Is¬ 
raelis to shift funds from one group of commodities to another 
within prescribed limits. It also allowed them to place advance orders 
for 1955 with manufacturers without asking for any additional funds. 
The Mission had to find sources of credit for interim financing. 

The third protocol dealt with the temporary shifting of DM 55 
million from the arrears of 1952 and 1953 to purchase urgently 
needed agricultural goods of non-German origin. 02 Some of the 
underdeveloped countries had accumulated large debts vis-i-vis West 
Germany, and these claims were used to pay for Israeli needs of 
rubber from Indonesia, hides from Argentina, sugar from Poland, 
and wheat from Turkey. It was also agreed that German shipping 
companies would carry 42.5 per cent of all freight in 1954, and 50 
per cent in subsequent years. 

The difficulty with the purchase system was that, at first, Dr. 
Shinnar could order nothing above the yearly quota. He was afraid 
that German funds would be dribbled away on items of little im¬ 
portance to the build-up of Israel's infrastructure or industry. Hence, 
as early as 1953. Dr. Shinnar wanted to write orders on account of 
future years, but without actually asking the Finanzministerium to 
make the sums available ahead of time. 93 This procedure was for¬ 
malized in 1955 when two protocols were signed: No, 4 on February 
17 and No. 5 on July 22. Accordingly, Israel was again permitted 
to buy agricultural products and raw materials of non-German 
origin, and to place some advance orders without asking for addi¬ 
tional funds. From April 3, 1955, to March 31, 1956, Bonn would 
pay DM 75 million in sterling for British oil deliveries to Israel and 
DM 175 million in goods. For the first time there were substantial 
deviations from the original schedule, and the Israelis could order 
the following amounts: from Group II, DM 64 million, an increase 
of 42 per cent; from Group III, DM 40 million, an increase of 14 
per cent; from Group IV, DM 12 million, an increase of more than 
300 per cent, primarily for the purchase of raw materials; from 
Group V, DM 18 million, an increase of 20 per cent. 04 

The fifth protocol was a major breakthrough for Israel. After two 
years of experimentation, the Israeli government decided to utiliz e 
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the Shilumim funds to accelerate its long-term growth. The Mission 
at Cologne submitted to the Mixed Commission a request for eleven 
industrial projects as well as plans for the expansion of the Israeli 
merchant fleet. The Israelis asked for permission to place advance 
orders of DM 280 million. The ordered items were to be delivered 
from 1956 to 1959, with payments to be made up to 1962 from the 
yearly installments due. The interest charges for the financing of 
these facilities by the banks and private firms was to be paid from 
Shilumim funds. This package request was approved by the Mixed 
Commission and became the celebrated “Investment Protocol.” The 
Israelis had to find their own sources for the interim financing. The 
most important projects of this program were copperworks at Timna 
in the southern Negev, roughly at the point where King Solomon 
smelted copper; construction of a pig-iron plant; purchase of mer¬ 
chant and passenger ships; expansion of the railway network, includ¬ 
ing signaling equipment, Diesel cars, and railway coaches; purchase 
of pipe and pumping stations for the irrigation of part of the Negev 
desert; equipment for the expanding chemical industry; additional 
electrical power stations; and construction of a pipeline from Haifa 
to Tel Aviv. 

The sixth protocol, signed on March 14, 1956, determined de¬ 
liveries for the budget year 1956-1957. 35 The new delivery sched¬ 
ule made further changes in deference to Israeli wishes. For instance, 
the Mixed Commission permitted Israel an increase in goods from 
Group I from DM 41 million to DM 44 million. From Group II, 
the limit was raised from DM 64 million to DM 73.5 million, thus 
enabling Israel to order more investment goods. The purchases for 
Group III were lowered from DM 40 million to DM 35.0 million, 
as were the orders from Groups IV and V. The i eductions in the 
two latter categories were from DM 12 million to DM 7.5 million 
and from DM 18 million to DM 15.0 million, respectively. T is 
protocol was a milestone because from here on the pattern of Israe i 
orders did not change. Year after year, the Bundesanzeiger recor e 
that the Federal Government made available DM 250 million to tie 
Israeli Mission and that the 1956 delivery schedule remained un¬ 
changed. 07 By 1962, however, commodities worth DM 2.95 r ion 
had been delivered to Israel, and for the next three years the Israelis 

merely received what had been ordered in prior yeaTS. 

Protocol No. 11, of June 20, 1960, was of some importance because 
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it authorized changes in German foreign trade regulations. After that, 
Shilumim funds could be used to pay for services of business agents 
abroad and for German technicians to install and service industrial 
facilities in Israel. Costs of construction and repairs had to come 
from the development budget, not from the Shilumim funds, how* 
ever. The permission to employ business agents was designed to de¬ 
velop closer contacts, on a purely commercial basis, between German 
sellers and Israeli buyers. 

Protocol No. 12, of August 9, 1960, determined the disposition of 
the remaining Shilumim funds. The Israel Mission was again per* 
mitted to place advance orders and to pay for them from yearly 
installments. 

The thirteenth to the eighteenth (and last) protocols made no 
changes in the composition of the deliveries. From 1961 on, the 
protocol-signing ceremony was a mere formality. By March 16, 1965, 
the date of the last protocol, 95 per cent of the total sum due had 
already been delivered to Israel (actually before the end of 1962)." 
Thus, there was a favorable difference between the nominal and 
actual implementation of the Shilumim Agreement. 

£ 

The Yearly Allocations from the Federal Budget 

Article 3 of the Agreement stipulated that the Federal Republic 
of Germany would discharge its obligation to Israel through yearly 
allocations from the budget. The Israelis had hoped to receive an 
annual appropriation of DM 310 million, but in 1954 Finance Min¬ 
ister Schaffer reduced this sum to the lowest permissible amount, 
DM 250 million. 100 This change, of course, meant that it would 
take fifteen years to discharge the obligation of DM 3.45 billion. 
With two payments of DM 200 million, prior to April 1, 1954, and 
twelve payments of DM 250 million, from April 1, 1954, to March 
31, 1967, the total would come to DM 3.4 billion. The lasfcp3M|lPj 
million would then have to be paid in the budget year extending 
from April 1, 1966, to March 31, 1967, fifteen years in all. 101 

What prompted the finance minister to act this way is hard to sa). 
Well-known for his tight-fisted finance, he apparently felt that 
parsimony was absolutely necessary and that he could not spate more 
than DM 250 million a year. Yet, how is this to be reconciled wit 
the fact that he finished the fiscal year 1952-1953 with a surplus of 
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DM 800 million, 102 and that the years 1953 and 1954 also showed 
substantial surpluses? ]03 These surpluses augured well for the 
Sliilumim Agreement because they demonstrated that the Bonn gov¬ 
ernment had the funds to pay German manufacturers for Israel’s 
orders without either resorting to printing money or going into 
debt. Moreover, from 1953 on. West Germany’s commodity sur¬ 
pluses were growing at a surprisingly vigorous rate. 

Politically, Dr. Schaffer’s decision may have been a move to serve 
notice to the Allies and free-spending German politicians that with¬ 
out new taxes no additional funds would be available. Psychologi¬ 
cally, however, it was a blunder of great magnitude. Public-opinion 
makers in the United States, Britain, and Israel suspected that the 
Germans were beginning to play tricks and that sooner or later 
they would find a way to repudiate what they had solemnly promised 
at Luxemburg. Economically, it was a mistake, too, because it not 
only prolonged the implementation period but also put more pres¬ 
sure on the economy, since a sizable portion of the orders were 
written when the country was operating under conditions of full 
employment. Had the finance minister been operating in the Ted, 
the Treasury could have used its credit-drawing rights at the Bundes¬ 
bank in the amount of DM 1.5 billion a year and easily could have 
paid the full amount of DM 310 million annually. With the prevail¬ 
ing excess capacity in industry and heavy rate of unemployment 
(especially in the so-called “poverty pockets’’ along the eastern bor¬ 
der), the extra DM 60 million of government expenditure a year 
could have provided extra jobs. However, as cannot be emphasized 
too strongly, throughout the 1950s the economic policy-makers in 
West Germany were much more concerned with how to increase the 
supply of goods, create incentives for labor and business, and safe¬ 
guard the stability of the currency. Full employment, as an objective, 

did not enjoy the highest priority. 

The appropriated sums were administered by the Ministry o 
Finance and credited to the account of the Israel Mission at the 
Deutsche Bundesbank. Legally, these sums were due annually on 
April 15 and August 15. The Agreement, formally terminate on 
March 31, 1966, was paid off in full in the course of tlm fourteen 
fiscal years of its implementation, as shown on Table 8-5. 

Analysis of Table 8-5 reveals that the three data columns stow 
different entries for most years, except from 1962 to o. 
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Table 8-5 
Annual Payments 


Federal budget Deutsche Bundesbank Ebeling s Entwurf 


year 


data a 


data b 


data c 

1952-53 

DM 

80,005,000 





1953-54 

DM 

237,863,000 

DM 

268,000,000 

DM 

317,867,269.28 

1954-55 

DM 

331,221,000 

DM 

354,000,000 

DM 

331,221,314.13 

1955-56 

DM 

250,180,000 

DM 

267,000,000 

DM 

250,180,458.83 

1956-57 

DM 

250,000,000 

DM 

245,000,000 

DM 

249.552,443.97 

1957-58 

DM 

246,656,000 

DM 

225,000,000 

DM 

246,656,037.08 

1958-59 

DM 

253,000,000 

DM 

261,000,000 

DM 

253,086,035.26 

1959-60 

DM 

251,436,000 

DM 

266,000,000 

DM 

251,436,441.45 

1960-61 

DM 

244,884,000 

DM 

259,000,000 

DM 

250,000,000.00 

1961-62 

DM 

255,116,000 

DM 

255,000,000 

DM 

250,000,000.00 

1962-63 

DM 

250,000,000 

DM 

250,000,000 

DM 

250,000,000.00 

1963-64 

DM 

250,000,000 

DM 

250,000,000 

DM 

250,000,000.00 

1964-65 

DM 

250,000,000 

DM 

250,000,000 

DM 

250,000,000.00 

1965-66 

DM 

300,000,000 

DM 

300,000,000 

DM 

300,000,000.00 


DM 

3,449,705,000 

DM 

3,450,000,000 

DM 

3,450,000,000.00 


ft BundeshaushoHsplan fur das Rechnungsjahr 1954 (and 1955, 1956, 1957, 1958, 1959, 
1960,1961,1962,1963,1964,1965). 
b Deutsche Bundesbank. 

cBundesamt fur gewerbliche Wirtschaft, Die Durchfuhrung des Abkommens vom 10 * 
September ziuischen der Bundesrepublik Deutschland und dem Staate Israel in den 
Jahren 1952-1962, p. 63. For the final four sets of figures (fiscal 1962-63 on) see J. 
Ebeling, Entwurf zu einem Abschlussbericht bzw, Ergdnzungsbericht zu dem irn Jahre 
1962 set tens des Bundesamtes fur gewerbliche Wirtschaft erstatteten Bericht aus Anlass 
des 10. Jahrestages der Unterzeichn ung des Abkommens vom 10.9J952 ziuischen der 
Bundesrepublik und dem Staate Israel, p. 7 (hereafter cited as Ebeling's Entwurf ), 


spent balances in any particular fiscal year could be carried over 
for future use by the Israel Mission. The fiscal year 1952—1953 ended 
on March 31, 1953, and the Bonn government was required to make 
the first payment before that date. It did; so that on March 24, 1953. 
the Israel Mission paid the first DM 70 million to the British-owned 
Shell Company for delivery of oil to Israel. 104 It took time, of course, 
for Israel to come up with a reasonably acceptable plan for an ef¬ 
fective utilization of the Shilumim funds. 

Officially, it took fourteen fiscal years to pay off the sum of DM 3.45 
billion. Yet there is evidence to suggest that Bonn actually discharged 
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its collective obligation toward Israel in a considerably shorter 
period. "What does the record show? 

The West German budgets and the official West German report 
on the implementation of the Israel Agreement show that the Israel 
Mission paid to the West German finance ministry, commercial 
banks, and private firms and corporations more than DM 14 million 
in interest charges. 1 ™ In 1954, interest charges were DM 250,000; by 
1959, they had risen to more than half a million DM; and by 1960, 
to DM 1,4 million. For the fiscal year 1965-1966, more than DM 2.6 
million were so spent. 100 All interest costs were defrayed from the 
Group V allocations, which were not controlled by the Bundesamt 
fur gewerbliche Wirtschaft. 107 

The ticklish question is: Why did the Israelis pay interest at all? 
Had not the Bonn government solemnly promised Israel DM 3.45 
billion as a global compensation for material damages? They not 
only had, but they were most eager to discharge this obligation 
honorably, hoping that these “moral reparations’’ would both help 
Israel to consolidate its economy and improve Bonn’s image abroad. 
How, then, is it possible to reconcile Bonn’s collecting interest from 
Israel on account of prepaying the yearly allocations, while at the 
same time refusing to pay interest on the entire DM 3.45 billion 

obligation? 

The Israelis wanted to collect the sum due as quickly as possible 
for a number of reasons. For example, during the first couple of 
years after the ratification of the Agreement, the Jews in the 
Diaspora and many Israelis doubted seriously the integrity of Bonn s 
promise to deliver goods. Although Dr. Shinnar apparently never 
took these prophets of doom seriously, 108 this pessimistic outlook 
caused the Israelis to place a few rather hasty orders with \\ est Ger 
man shipyards for ships as well as a controversial floating dock, 
which would make possible repairs to ships of 7,500 tons in Haifa. 
New ships, as a rule, possess international liquidity; that is, they 
can be sold quickly and at a good price. Furthermore, by ordering 
ships, the Israelis hoped to tie the hands of the German government, 
since the delivery period for a ship usually stietches across ye 

Expected future price rises were another consideration. ie 
ment did not provide for the stability of the Deutsche Mar , 
prices rose by 10 per cent during the period of implementation, 
Israeli government stood to lose that much.- Thus, to prevent the 
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evaporation of Israel's purchasing power through a future inflation 
in the Federal Republic, a speedy ordering of goods seemed in- 

dicated. 

Chronic stopgap conditions in Israel also threatened the DM 3.45 
billion. Some Israeli leaders feared that, for reasons of political ex¬ 
pediency, a "muddling through” utilization of the funds would 
simply "eat them up . . . without preparing the economy to stand 
on its own feet.” 111 Hillel Dan, first director of the Shilumim Cor¬ 
poration of Tel Aviv, was very much afraid of just such a possibil¬ 
ity. For this reason, he asked Dr. S. Trone, one-time chief engineer 
for the General Electric Company, to prepare a long-term plan utiliz¬ 
ing Shilumim funds for the development of Israel’s infrastructure. 112 
However, I)r. Trone’s report, which recommended the development 
of utilities, transportation, and electricity and water resources, was 
largely ignored by the government of Israel. 118 Director Dan com¬ 
plained that government orders for capital goods "were slow in 


coming,” and stati 


he wanted to use the incoming funds for 

'■ I 11 i i 


the development of electricity, communications, irrigation, and 
shipping, a lasting monument in Israel to the Jewish suffering in 
the Diaspora. 114 He argued that the only proper use of these funds 
was one contributing to an "industrial revolution in Israel.” 116 In 
1953, a parallel argument said, Israeli purchases were "dictated more 
by the immediate needs of the economy rather than by the require¬ 
ments of an over-all long-term development.” 110 Without such a plan, 
a writer in The Israel Economist wondered “whether the govern¬ 
ment will prove alive to the opportunity or whether the Reparation 
funds, too, will be expended disproportionately on goods destined 
for current consumption 

The breakthrough came in 1955, when the Israel Mission sub¬ 
mitted for the approval of the Mixed Commission an investment 
program of DM 280 million. It was only then that Dr. Shinnar could 
coordinate a purchase schedule as a vital part of Israel’s long-term 
development program. Hillel Dan was dismissed from his post as 
head of the Shilumim Corporation in 1955, 118 but not before he had 
prevented certain Israeli politicians from dribbling away the DM 
3.45 billion for purposes of producing political dividends. 

Speedier fulfillment of the Shilumim Agreement for any or all of 
these reasons did not imply a violation of its terms. True, accelerated 
implementation was not written into the Agreement, expressis verbis, 
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but it was in strict conformity with Article 4, which stipulated that 
the Federal Republic of Germany "will endeavour, by increasing the 
annual installments, to pay the sum payable in pursuance of Ankle 
1 of the present Agreement, within a period of time shorter than 
that which would result from all or any of the provisions of Article 
3, paragraph (a)” The flexible interpretation of Article 4 thus en¬ 
abled both parties to implement the Agreement to their mutual 
advantage, 110 and the Bonn government to give favorable considera¬ 
tion to most Israeli requests. 

The Arab press, unfortunately, asserted repeatedly that substantial 
sums, over and above the Agreement, were paid to Israel. Their 
charges were eagerly picked up by the East German press and right- 
wing critics in the Federal Republic. Because newspaper controversy 
inflamed minds, regardless of the evidence, the German government 
decided to release very little information on the matter in order to 
avoid battles in the press. 

What specific form did these accelerated payment's take? How were 
they handled administratively? How costly did they turn out to be 
for Israel? Documented information on these subjects is still scant. 
Personal interviews with Israeli and German government officials 
and Dr. Shinnar’s memoirs constitute the few known available 
sources of information. The facts show that four types of speed-up 
arrangements emerged: “ Vorgriff " prefinancing, interim financing, 

and loans. 

The German term Vorgriff (literally, anticipation) was used to 
designate the pre-ordering of goods from future allocations of annual 
receipts. This technique enabled the Israel Mission to place finding 
orders with German firms for many expensive projects, to e pai 
for in future years as the installments fell due, without asking 1 e 
West German Ministry of Finance for the funds in advance. The rst 
major Vorgriff took place in 1955, when Dr. Shinnar was given per¬ 
mission to place orders for investment goods and ships for delivery 
from 1956 through 1959. 120 The total cost of this package deal cam 
to DM 280 million. More precisely, the Israel Mission p ace i , 
to be financed by the Shilumim funds, for eleven industna P r RP 
deemed of crucial importance for the development of Israel 

omy. 

The techniques of prefinancing (Vorfinamierung)were numerate. 
For example, the Finance Ministry would deposit the entire annual 
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Tvivme nt or a portion, to the credit of the Israel Mission at the 
Wesbank in January, instead of on the statutory dates of April 
15 and August 15. For such favors, the ministry earned interest 
ranging from 2 per cent to 3% per cent, per annum. Or t e mance 
Ministry would make available to the Israel Mission on April 15 and 
August 15 DM 37.5 million, deposited in an English bank, regardless 
of whether the oil had been delivered or not. The Germans were 
required to pay for the oil only after the presentation of invoices. 
Because the advance payments were made, however, the Israelis had 
additional foreign exchange at their disposal, and the Finance Min¬ 
istry again earned interest income. Again, according to a mid-1955 
ruling°of the Mixed Commission, the Finance Ministry was to make 
payments quarterly. If a particular bill had to be paid in the pre¬ 
ceding quarter, the Finance Ministry would advance the money and 
charge the Israel Mission an agreed-upon interest. It was stipulated, 
however, that manipulation of the funds due should never exceed 

the yearly installment of DM 250 million . 121 

Interim financing (Zwischenfinanzierung) was used to pay for 
large items. For example, once a particular order was approved by the 
Bundesamt, a down payment of 20 per cent usually was required. 
Another 20 per cent was due at an agreed time, and the balance at 
the time of delivery. Many Israeli purchases were financed by private 
German banks, such as the Sol Oppenheim Jr, 8c Cie. Bank of 
Cologne. In 1955, Finance Minister Schaffer gave the Israel Mission 
an interim credit of DM 40 million for one year at.a very low interest 
rate. 12 - Interest payments on all interim financing were met from 
Group V funds. 


Last, and most important, in the loan type of speed-up arrangement 
was the DM 450 million put up by the Deutsche Bank in 195S to pay 
the last two installments ahead of time . 123 The story of this trans¬ 
action goes back to early 1958, when Dr. Shinnar flew to the United 
States, hoping to be able to arrange a loan to enable the German 
government to speed up the implementation of the Shilumim pro¬ 
gram. This possibility was within the letter and spirit of the Agree¬ 
ment of 1952, Article 4 (b), which stated that if the Federal Republic 
obtained "an external loan or any other financial relief from external 
sources in a currency generally and freely convertible and destined 
exclusively for the purpose of financing the obligation undertaken 
in Article 1 , the entire proceeds of such a loan or relief shall be used 
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for such purpose, and shall be applied to the last annual installment 
payable under the present Agreement.” Dr. Shinnar came back with 
a promise from the Bank of America that such a loan could he 
arranged . 124 

For the Bonn government, with gold and foreign exchange bal¬ 
ances piling up embarrassingly, it was out of the question that West 
Germans should borrow abroad. But after secret negotiations, Dr. 
Hermann J. Abs, president of the Deutsche Bank and Dr. Shinnar's 
adversary in 1952, granted the Israel Mission a loan of DM 450 
million at the prevailing long-term interest rate of 6 per cent per 
annum. Abs’ bank received as collateral a promise to pay out of 
future Shilumim payments by the Finance Ministry. On the surface, 
this transaction appeared to be “bombensicher” (absolutely safe). 
Yet many serious objections were raised against it and only those 
who negotiated it know how hard it was to arrange. Dr. Shinnar, 
head of the Israel Mission, admitted that, in his view, no other 
banker in the world would have given him this loan . 120 The statement 
was the supreme compliment to Dr. Abs from a high-ranking Israeli. 
It was also one way to express gratitude for all the good will mani¬ 
fested by numerous responsible Germans in all walks of life, who did 
their best to pay off the monstrous material mortgage of the Nazi 
years. Again, it must be recalled, the two parties knew that only the 
material part of this mortgage could be settled. But this material 
settlement, so it was hoped, would lead to an Israeli-German dia¬ 
logue. What, then, were the arguments against this transaction, when 
on the surface it looked so safe, with the Finance Ministry still com 
mitted to pay DM 250 million for a number of yeaTS and the 

Deutsche Bank holding a first claim on them? 

Despite their defeat during the 1956 Sinai campaign, the Arabs, 
and especially Egypt's President Nasser, continued to proclaim to the 
world that Israel was doomed and that one day all the Jews wou 
be pushed into the sea . 126 In the Western world nobody really took 
these threats seriously, but a banker cannot have enough security. 
Since the Shilumim Agreement was a political, not an economic 
document, Dr. Abs had to keep in mind some of the imp ications o 
the Arab threats. For instance, had Egypt’s threat materialized, the 
Bonn government would presumably no longer have had to pay 
Israel, since that nation would have ceased to exist. In that eventu¬ 
ality, had he granted the DM 450 million, he would never have col- 
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Ifrted a penny of it (especially since this transaction was not insured 
bv the Hermes Corporation, which specializes in taking over some o£ 
the risks of German exporters). Another threat that faced Dr. Abs was 
the possibility that the Finance Ministry, for whatever reason, would 
not pay all or a portion of the outstanding Shilumim obligations. 
Undoubtedly he could have sued the Finance Ministry, but such 
action would have unquestionably been difficult, costly, and time- 

consuming. 137 

The principal objection to this transaction was much simpler and 
had to do, primarily, with the operations of a commercial bank. As 
such, the Deutsche Bank was concerned with profitability and liquid¬ 
ity _ Profitability can frequently be attained at the expense of illiquid¬ 
ity* and excess liquidity can cost or even impair profitability. 
Discounting all the political risks, the DM 450 million loan, at the 
prevailing long-term rate of interest, was obviously a profitable trans¬ 
action, so that little objection could be made to it on that score. 
What was more difficult to rationalize were two liquidity aspects of 
the transaction. First, the loans of the Deutsche Bank were normally 
granted for no longer than four years. But in this case, the first 
maturity date was set at almost three and a half years after the loan 
was negotiated, and the last payment was due on August 15, 1965. 
In total, the Israel Mission committed itself to repay the entire loan 
in eight equal maturities of DM 62.5 million, which meant that the 
loan was extended over just about twice the normal repayment 
period. 126 The second liquidity factor was that in 1958 the size of 
this loan amounted to roughly one-sixth of all Deutsche Bank loans 
outstanding! This put the Israel Mission in the position of being 
the most important debtor of the Deutsche Bank. Thus, it was prob¬ 
ably for reasons of bank liquidity, as well as the desire not to arouse 
the Arabs, that this transaction was kept secret for such a long time. 

In the end, however, everything turned out well. Dr. Abs 1 bank 
made money, and the Israelis took possession of goods sooner and at 
better prices than would otherwise have been possible. The Finance 
Ministry continued to make the yearly installments available to the 
Israel Mission on January 1, instead of April 15 and August 15, and 
with these funds Dr. Shinnar was able to pay off portions of the 
Deutsche Bank loan. Funds from the Treasury, at 2 to 2/4 per cent 
interest, were much cheaper than funds from the Deutsche Bank at 
6 per cent. The actual quarter-by-quarter payments show that from 


183 


Implementing the Agreements 

1962 on the Israel Mission paid off bills for orders placed in prior 
years, which indicates that, after 1961, few orders were placed by the 
Israelis within the framework of the Shilumim Agreement. 120 

Deliveries of Goods and Services 

In the course of fourteen years, West Germany delivered goods and 
services worth DM 2.4 billion and paid in pounds sterling for British 
deliveries of oil to Israel DM 1.05 billion. 130 The various goods were 
bought in accordance with certain specifications and were divided 
into various categories. A breakdown of what was bought, under the 
various categories, is shown in Table 8-6. 

Of a total of some DM 391 million spent on Group I purchases, 70 
per cent went for structural bars, large pipes, sheet plates, and steel 
strip. By the end of 1957, the Israelis had received 150,000 tons of 
structural steel, 512,000 tons of bulk steel, 160 kilometers' length of 
steel rails, and 110,000 tons of irrigation pipe-with a total value of 
DM 258 million. 131 Orders for these items were particularly heavy 
because of the rapid pace of Israel’s industrialization. New industrial 
plants, pumping stations, irrigation networks, roads, and improve¬ 
ments in the entire communications network came in rapid succes¬ 
sion. As shown in Table 8-6, 11.5 per cent went for goods of the iron- 
and steel-producing industry. 132 

During the first few years of the Agreement, in addition to build¬ 
ing materials, the Israelis also ordered laTge quantities of industrial 
and agricultural raw materials. For instance, in 1954 and 1955 the 
acute shortage of raw materials in Israel frequently made continuous 
operations in certain industries impossible. To ameliorate these 
conditions, the Israel Mission ordered substantial amounts of raw 
rubber, raw hides, thread, and wood, as well as wheat and sugar. 

The lion’s share, 55 per cent, of all orders was written for Group 
II capital goods, which consisted of machinery, ships, turbines, and 
precision instruments. One-quarter of all purchases in this category, 
a sum of DM 586 million, was spent on ships. Israel acquired a total 
of fifty-nine vessels of different types and one floating dock. To 
achieve this, thirteen German shipyards delivered forty-one 
freighters, four tankers, two passenger ships for the Mediterranean 
service and two for the trans-Atlantic runs to the Americas, eight 
fishing cutters, two customs cruisers, and the aforementioned oating 

dock. 138 
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Table 8-6 


Orders for Goods and Services Placed by the Israel Mission, 

1953-1966 



In 1,000 DM 

Per cent 

C,rnuti I: Steel , Ferrous and Nonferrous Metals 

Goods of the iron- and steel-producing industry 

274,292 

11.5 

Products of the foundry industry 

20,814 

0.8 

Drawn and cold-rolled iron and. steel products 

28,866 

1.2 

Products of the nonferrous nxetal industry 

66,815 

2.8 

** 

390,787 

16.3 

Group II: Steel and Metal-Processing Industries 

Machine-building 

315,385 

13.2 

Motor vehicle industry 

24,582 

1.0 

Steel construction 

129,949 

5,4 

Ship-building 

585,572 

24.4 

Electrical equipment industry 

223,125 

9.3 

0.9 

Precision industry/optical instruments 

20,321 

Iron, steel, and tin goods 

27,501 

1.1 


1,326,944 

55.3 

Group III: Chemical and Other Industries 

Rubber, asbestos 

18,106 

0.7 

Chemical and pharmaceutical products 

159,629 

6.7 

Textiles 

74,766 

3.1 

Wood working industry 

35,766 

1.5 

Leather 

12,583 

0.5 

Stones and earths 

13,877 

0.6 

Ceramics and glass products 

14,000 

0.6 

Mineral-oil industry and mining 

8,198 

0.3 


336,925 

14.0 

Group IV: Agricultural Products 

91,217 

3.8 

Group V: Services (insurance, freight, etc.) 

254,127 

10.6 

Total, Groups I-V 

2,400,000 

100.0 

Oil Deliveries from Great Britain 

1,050,000 


Total, all orders from the Israel Mission 

3,450,000 



Source: J. Ebelmg, Bencht fiber die Durchfuhrung des Abkommens zwischeti der 
Bundesrepublik Deutschland und deni Staate Israel i tom 10, September 1952 (Bow ni 
Bundesminisier fur Wirtschaft, 1966), p. 26. 
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By 1957, the Israelis had completed the basic structures and build¬ 
ings and were in need of the tools and machinery to equip them. 
From that year on, orders of this nature were written on a large 
scale. 131 For instance, in Group II, almost DM 316 million worth of 
orders were placed with German machine-building industries. In the 
machinery category, the Israelis received textile machinery, motors, 
lathes, equipment for the chemical industry, wood-working equip¬ 
ment, road-building machinery, locomotives, pumps, agricultural 
machinery, equipment for sugar factories, and office equipment. 

Third place within Group II went to the electrical equipment 
industry. With the rapid industrialization of the country, new sources 
of power became indispensable for further progress. To effect the 
necessary growth, the Israelis ordered and the Germans delivered 
five power stations, which raised the electricity generating output of 
Israel from 175,000 kW to 635,000 kW, almost a fourfold increase. 
In addition to the delivery of complete power-generating plants, the 
Germans provided thousands of meters (hundreds of miles) of cable 
and power lines, modem teletype equipment for the Israeli Post 
Office, and electromedical equipment for hospitals. Because of these 
deliveries, telephone and telegraph services were greatly improved. 
For instance, long-distance dialing equipment was made automatic 
and large modern teleprinters were installed. The total spent for 
these purchases was DM 223 million. 

The German members of the Mixed Commission were apprecia¬ 
tive of the rapid growth of the Israeli economy. They therefore lent 
a sympathetic ear to the growing requests for more investment goods 
and approved the increase in these orders as well as the correspond¬ 
ing reductions in Groups III and IV, 

For agricultural products in Group IV, a total of DM 91 million, 
or 3.8 per cent of the total commodity purchases, was spent. Delivery 
of wood, primarily for railroad ties and telephone poles, and pulp 
for the paper-making industry accounted for DM 36 million. DM 
13 million was spent for non-German rawhides, while DM 14 million 
went for the purchase of stones for furnace construction. 

The outlay for Group V, covering services such as interest pay¬ 
ments, transportation costs of shipments made in German bottoms, 
insurance costs, and administrative expenses, on the average came to 
DM 15 million a year. These expenditures were not subject to super¬ 
vision by the Bundesamt. Instead, Dr. Shinnar, on behalf of the Israel 

Mission, spent these sums as he saw fit. 
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An interesting development in this category was the substantial 
increase in expenditures from roughly DM 15 million a year earlier 
to DM 21.5 million in 1961, and to DM 54.7 million in 1965. Why 
was there such a substantial increase at the very end of the Shiiumim 
Agreement? For the answer, another review must be made of the 
terms of the 1952 Luxemburg Treaty, by which the Government of 
Israel incurred the obligation to refund the value of certain property 
belonging to specified religious organizations, and to make payments 
for damages which resulted from the fighting in 1948. For instance, 
the International Union of Lutherans in Geneva, the Archbishopric 
of Cologne, and the owners of property belonging to the members 
of the Order of St. John of Jerusalem-the Knights Templar-were 
the principal claimants. 186 For a long time, the parties involved could 
not agree on the value of the property. Professor Max Sorensen, a 
Danish international lawyer, was asked to mediate. On the basis of 
his recommendations, the sum of DM 54 million was agreed upon. 130 
Since most of the Templars were living in Australia, the Bonn gov¬ 
ernment signed a special agreement to settle this outstanding obliga¬ 
tion. 137 Israel's perennial shortage of foreign exchange was probably 
responsible for the tardy discharge of this obligation, and it finally 
took some pressure on the part of the German officials to convince 
the Israelis that it was high time to make settlement. The total of 
DM 62.3 million was distributed as follows: 188 


The International Union of Lutherans of Geneva 
The Archbishopric of Cologne 
Compensation for the secular property of the mem¬ 
bers of the Order of St, John of Jerusalem 

plus payments to the Jewish organization in West 
Germany by request of the Claims Conference 


DM 3,585,000 
DM 500,000 

DM 54,000,000 

DM 4,200,000 
DM 62,285,000 


The obligation of DM 75 million in pounds sterling for British 
deliveries of oil to Israel was written into the Shiiumim Agreement 
by letters Nos. 4A and 4B. 138 In total, the Israelis received DM 1,050 
million for such oil deliveries. These amounts were usually deposited 
at some London bank. In that fashion, the steadily growing demand 
for oil, at least for the time being, could be satisfied. For fourteen 
years, German payments covered roughly 28 per cent of Israel’s con- 
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sumption of oil and oil products. Upon the termination of Shiiumim 
payments, Israel had to spend export proceeds for gasoline imports. 
In addition to making collective compensation to the government 
of Israel, the Bonn government also began to make individual com¬ 
pensation payments in accordance with Protocol No. 1. The total 
payments to Israel’s government and its citizens from 1953 to the 
end of 1965, the sum of DM 7,758 million, are broken down in 
Table 8-7. 


Table 8-7 


West German Payments to Israel 
Shilumim Agreement and Individual Compensation 

(millions of DM) a 


Year 

Shiiumim 

Agreement 

Individual 

compensation 

Total to 
Israel 

Total of all 
“moral repara¬ 
tion" payments 

1953 

268 

0 

268 

268 

1954 

354 

39 

393 

508 

1955 

267 

88 

355 

617 

1956 

245 

172 

417 

924 

1957 

225 

296 

521 

1,396 

1958 

261 

314 

575 

1,505 

1959 

266 

367 

633 

1,738 

1960 

259 

480 

739 

2,259 

1961 

255 

496 

751 

2,750 

1962 

250 

557 

807 

2,740 

1963 

250 

593 

843 

2,530 

1964 

250 

494 

744 

2,104 

1965 

300 

422 

722 

2,223 

1953-1965 

3,450 

4,318 

7,768 * 

21,562 


Source: Deutsche Bundesbank. , c r . 

•The Annual Reports of the Bank of Israel show variattons in the in i ' 

vidual years, bnt totals do not differ significantly. The discrepancy » due P*“ “ *» 
release of blocked marks in 1953 and 1954, and in part to • prepayment technique te 
goods and services used by the Bundesfmanzmmisterium. For this reason the nommal 
DM 250 million figures shown for the years 1962-1964 are not meaningful. By 1962. 
almost 95 per cent of the total payment value was already in Israe . 

& From 1956 to 1966, West Germany spent $7.1 billion on foreign ai , % 

DM 28,4 billion. 
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As can be seen, the payments for individual compensation were 
larger than for the collective Shilumim compensation, the subject 
of this volume. But individual compensation brought a large influx 
of West German marks that contributed so substantially to the eco¬ 
nomic transformation of Israel, a development germane to the subject 
at hand. For West Germany, its government’s commitment to pay for 
the material damages suffered by the Jews at the hands of the Nazi 
government had two effects: economic and political. The economic 
effects touched such variables as Gross National Product, employ¬ 
ment, and exports, while the political effect was the emergence of a 
better public image of West Germany abroad. 


9 


The Impact on West Germany 


The Shilumim Agreement had both an economic and a political 
impact on West Germany, The consequences of the thousands of 
large and small orders were felt in several sectors of the economy: 
and the faithful, quiet, and smooth discharge of all the obligations 
arising out of the Luxemburg Treaty^ contributed to a more 
acceptable image for Bonn in the Western world during the 1950s 

and 1960s. 

In 1952, during the Wassenaar negotiations, most European and 
American economists expected hard times ahead, especially after 
the end of the Korean conflict. No one could foresee that the under¬ 
developed two-thirds of the world would wake up and embrace the 
creed of economic progress through change. The Germans themselves 
looked toward the future pessimistically. They were primarily con¬ 
cerned with achieving the ability to discharge and service foreign 
debts and earn enough foreign exchange to pay for indispensable im¬ 
ports. Talk of a future export boom of machinery and capital goods 

was simply discounted. 

In 1953 West Germany had both idle and insufficient capacities 
in many sectors of its economy. Millions of bitter and unemployed 
expellees and refugees crowded into camps in the depressed areas 
near the border of East Germany. The specter of unprecedente 
large-scale unemployment haunted economists and politicians a re* 
Fearing the worst, some German delegates at Wassenaar probably 
felt that the Shilumim Agreement could be used indirectly as a 
small-scale public works program to take up the slack in industry 
and to reduce the level of unemployment. After all, two-thirds of the 
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DM 3.45 billion was to be paid in goods, and payments in kind, 
under conditions of industrial under-utilization and involuntarily 
idle manpower, made sense. Moreover, payments in kind were likely 
to prevent dissipation of precious gold and dollar reserves . 1 

The Shilumim Agreement was unique , 2 and unique events and 
phenomena in the course of time constitute material for the eco¬ 
nomic historian. In the view of Joseph A. Schumpeter, the great 
Austrian economist of the twentieth century, economics deals essen¬ 
tially with unique processes in historic time, and the proper under¬ 
standing of economic phenomena of any epoch, including our own, 
calls for both a command of factual knowledge and an adequate 
historical sense, that is, a sense of the spirit of the times. He admon¬ 
ished economists to pay more attention to the Zeitgeist , to acquire 
more historical experience, in order to avoid blunders in economic 
analysis . 3 

An economic historian evaluating the Shilumim Agreement must 
ask: How representative? How often? How long? How large? 4 The 
question “How representative?” has already been answered. No 
nation had ever made payments to another for material damages on 
a collective basis. The question “How often?” has also been answered. 
Collective compensation and individual indemnification for material 
damages was a singular event. These payments should not be con¬ 
fused with restitution of identifiable property to former owners, a 
practice of long standing. 

The question “How long?” has two parts. The Shilumim obliga¬ 
tion has been discharged in full. Nominally it ran for fourteen years, 
but actually the DM 3.45 billion was paid in twelve years. Individual 
compensation payments still continue and, according to some esti¬ 
mates, by 1975 the total cost of the Luxemburg Treaty will have been 
DM 46 billion, and by 2000 over DM 62 billion . 5 By the end of 1966 , 
DM 23.2 billion 0 had been transferred abroad and DM 8.1 billion 7 
paid to German residents for material damages. The question “How 
large? ’ can best be answered by relating the Shilumim outlays to the 
G.N.P. and to the size of the Federal Budget , 8 as shown in Table 9-1. 

A country’s ability to make payments abroad in gold or universally 
accepted currency depends upon its capacity to raise extra tax or 
other revenues domestically, and to convert domestic funds into 
foreign currency. The first is a fiscal problem, whereas the second 
is a balance-of-payments adjustment problem . 9 Two-thirds of the 
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DM 3.45 billion Shilumim obligation was discharged in German- 
made goods and one-third (DM 1.05 billion) in pounds sterling for 
British-delivered oil. Thus, the real transfer, or balance-of-payments 
adjustment problem, was very minor. Had the West German gov¬ 
ernment not paid for the oil, it would have been by-passed com¬ 
pletely. 

The real burden of the Shilumim payments manifested itself in 
the reduction of current domestic consumption and of investment 
out of Gross National Product. Each year the Bonn government had 
to raise the extra sums to pay for the Shilumim goods. But because 
of the rapid rise of West Germany’s G.N.P., the resulting real burden 
was light, not heavy, as column 5 of Table 9-1 shows. In 1953, Shilu- 
mim’s cost was less than one-fifth of 1 per cent of the G.N.P.; in 1954 
it rose to slightly over one-fifth of 1 per cent. From 1955 to 1959, it 
was one-tenth of l per cent, and thereafter, less than one-tenth of 
1 per cent . 10 Column 6 shows the proportion of Federal expenditures 
made for Shilumim goods. This wasfl.35 per cent in 1953, 1.69 per 
cent in 1954, 1.19 per cent in 1955, and under 1 per cent thereafter. 

In addition to paying for the Shilumim Agreement, in 1954 West 
Germany started to transfer funds abroad in lump sums and in 
monthly payments to individual victims of the Nazi regime. These 
payments were made directly in the form of foreign exchange. For 
example, in 1954 West Germany transferred abroad a total of DM 
508 million, 77 per cent of which went to Israel. In 1955, as column 
7 shows, Israel received DM 355 million of foreign exchange from 
Bonn’s treasury: 88 million in foreign exchange, 75 million in 
sterling for British-delivered oil, and 192 million in goods. In 1957 
individual compensation payments exceeded Shilumim payments, 
and they continued to do so by a considerable margin until 1965. 
Column 8 shows that both kinds o£ payments to Israel constitute 
almost one-quarter of 1 per cent of West Germany’s G.N.P. m 1954, 
1957, 1958, and 1960, and exactly one-quarter of 1 per cent in 1959. 
In 1963 these outlays still claimed more than one-fifth of 1 per cent 
of the G.N.P., and in 1965 they amounted to 0.15 of 1 per cent. The 
same payments, shown in column 9 as a percentage of t e year Y 
expenditures of the Bonn treasury, came to 1.87 per cent in 195 , 
reached the peak of 2.44 per cent in I960, and declined to 1.12 per 
cent in 1965. From 1953 to 1965, Israel received DM 3.45 billion 
from the Shilumim Agreement and DM 4.3 billion from the indi- 
vidual compensation payments. 
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Table 

The Burden of West Germany’s 



(2) 




• (6) 


West 




Shilumim 


German 

(3) 


(5) 

as per¬ 


G.N.P. 

Federal 


Shilumim 

centage of 


current 

expendi¬ 

( 4) 

as per¬ 

federal 


prices 

tures 

Shilumim 

centage of 

expendi¬ 

(1) 

(billions 

(billions 

(millions 

G.N.P. 

tures 

Year 

of DM) 

of DM) 

of DM) 

(4): (2) 

(4):(3) 


1952 

137 

20.4 

__ _ 

—— 

— 

1953 

147 

19.7 

268 

0.18 

1.35 

1954 

158 

21.0 

354 

0.22 

1.69 

1955 

ISO 

22.4 

267 

0.14 

1.19 

1956 

199 

27.7 

245 

0.12 

0.88 

1957 

216 

31.5 

225 

0.10 

0.71 

1958 

232 

33.4 

261 

0.11 

0.78 

1959 

251 

36.5 

266 

0.10 

0.72 

1960 

297 

31.2 

259 

0.08 

0.85 

1961 

326 

45.0 

255 

0.07 

0.56 

1962 

354 

49.9 

250 

0.07 

0.50 

1963 

378 

54.4 

250 

0.06 

0.45 

1964 

414 

57.8 

250 

0.06 

0.43 

1965 

453 

64.2 

300 

0.06 

0.46 

1966 

481 

67.3 

— 

— 

■- 


Source: Deutsche Bundesbank data and author's calculations. 


Columns 10, II, and 12 show the amounts transferred abroad for 
Wiedergutmachung purposes, which totaled DM 21.5 billion. In 
1953 moral reparation payments represented one-third of 1 per cent 
of the G.N.P. and claimed 2.42 per cent of the federal expenditures. 
In 1957 and 1958 they constituted 0.64 of 1 per cent of the G.N.P-i 
and the respective shares of the federal expenditures were 4.43 and 
4.50 per cent. In i960 almost 7.5 per cent of Bonn's expenditures 
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9-1 

Moral Reparations 



(8) 

(9) 

Total 

payments 


Total 

to Israel 

(?) 

payments 

as per- 

Total 

to Israel 

centage of 

payments 

as per- 

federal 

to Israel 

centage of 

expendi- 

(millions 

G.N.P. 

tures 

of DM) 

(7):(2) 

(7):(3) 


393 

0.24 

1.87 

355 

0.19 

1.58 

417 

0.20 

1.50 

521 

10.24 

1.65 

575 

0.24 

1.72 

633 

0.25 

1.73 

739 

0.24 

2.44 

751 

0.23 

1.66 

807 

0.22 

1.61 

843 

0.22 

1.55 

744 

0.17 

1.28 

722 

0.15 

1.12 

419 

0.08 

0.61 


( 12 ) 

Total 



(n) 

moral 


Total 

reparation 

(10) 

moral 

payments 

Total 

reparation 

abroad 

moral 

payments 

as per¬ 

reparation 

abroad 

centage 

payments 

as per¬ 

of federal 

abroad 

centage of 

expendi¬ 

(millions 

G.N.P. 

tures 

of DM) 

(10): (2) 

(10):(3) 


508 

0.32 

2.42 

617 

0.34 

2.75 

924 

0.46 

3.34 

1,396 

0.64 

4.43 

1,505 

0.64 

4.50 

1,738 

0.69 

4.75 

2,259 

0.76 

7.48 

2,750 

0.84 

6.11 

2,740 

0.77 

5.49 

2,530 

0.66 

4.65 

2,104 

0.50 

3.64 

2,223 

0.49 

3.46 

1,653 

0.30 

2.45 


went for external Wiedergutmachung purposes. After 1961 these 
expenditures declined from 6.11 per cent in that year to 3.46 per 
cent in 1965. Compared with the burden of Soviet-imposed repara¬ 
tions on Finland after World War II (in 1945, for example, repara¬ 
tion payments constituted 7.6 per cent of the Net National Product 
and 20.9 per cent of state expenditures), West Germany s mora 
reparations were not heavy. 11 Although Bonns leparations ^ 
proportional to Finland’s, it should be kept in mind that in addition 
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to the DM 23.2 billion West Germany transferred abroad between 
1953 and 1966, an extra DM 8.1 billion was paid in individual com¬ 
pensation to German residents. 12 Further, the Bonn government has 
paid DM 1 billion in global compensation to twelve countries for 

material losses sustained by their citizens. 18 

Adenauer’s policy of external Wiedergutmachung would have 
been politically impossible without large-scale compensation to mil¬ 
lions of Germans who had lost property during World War II. The 
Law of Emergency Aid of 1949 introduced a 3 per cent levy on all 
physical property, based on the value of the property as of June 21, 
1948. 14 Between 1949 and 1952, while this law was on the books, DM 
6.2 billion was collected and used for immediate relief. The Equali¬ 
zation of Losses Law of 1952 imposed a 50 per cent levy on physical 
property as assessed on June 21, 1948, and 100 per cent on all infla¬ 
tion and currency reform windfalls of debtors. 18 This levy, which will 
be paid quarterly up to March 31, 1979, is expected to raise more 
than DM 88 billion. 10 By the end of 1961 DM 42.3 billion had been 
paid to nine different categories of recipients. 17 By the end of 1966 
DM 59.1 billion had been paid. 16 In 1953, for instance, 6.3 per cent 
of all federal expenditures was budgeted for this purpose; 10 in 1955 
these expenditures were 7.7 per cent. 20 In 1962, 4.9 per cent of the 
total federal expenditures was so used, 21 and in 1965 the percentage 
was 3.4. 22 

From 1948 to 1962, DM 289 billion were paid for the consequences 
of the lost war. 23 Of this sum, 7 per cent went for Wiedergut¬ 
machung, or moral reparations. 24 Even though 7 per cent seems to be 
a small sum, from the standpoint of domestic politics it was a heavy 
burden. After all, payments from the Equalization of Losses fund 
went to millions of voting Germans, while the billions that were 
transferred abroad went to a relatively small number of people. 
Nevertheless, every chancellor of the Federal Republic of Germany 
has defended and continued these payments. They have been made 
for moral as well as political reasons, and no matter how strong the 
pressures to end or Teduce them, they have been continued. The 
Bonn government thus deserves credit for its external Wiedergut - 
machung, for making payments that heretofore have been unknown 
in the annals of mankind. 

Whereas the economic historian is concerned with Shilumim s 
uniqueness, the economist wants to know how Israel’s DM 2.4 billion 
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worth of orders of various goods affected West Germany’s employ¬ 
ment, G.N.P., industrial production, and foreign trade. He can use 
two methodological approaches to determine those effects: input- 
output analysis and multiplier analysis. 

The input-output table is a shorthand quantitative presentation 
of an economy which shows the interdependence of its different 
branches. 28 Changes in the output of one industry will have some 
impact on all sectors of the economy. If the shipbuilding industry, 
for example, wants to increase its output by 10 per cent, it will 
require larger inputs from all other industries which supply it. This 
means that the output of these suppliers will also have to rise. But 
since they wrll w^nt to produce more, the suppliers, in turn, will 
require larger inputs from other industries. Thus there will be seem¬ 
ingly infinite rounds of adjustments, assuming no bottlenecks. In 
conditions of general equilibrium, each sector of the economy would 
produce only that number of its products required by all other 
branches, and none would remain unsold. This method is not useful 
for our purposes here, however, because the Shilumim goods pro¬ 
duced in the course of a decade represented only a minuscule fraction 
of the outputs of various industries, with the exception of ship¬ 
building. 

Because Israel’s orders for Shilumim-financed goods served as 
“injections,” so to speak, into the West German economy, the multi¬ 
plier analysis method can perhaps best reveal some of theii effects on 
the utilization of West Germany’s industrial capacity and on em¬ 
ployment. 

In traditional macro-economic theory a given level of national, 
income is explained in terms of consumption, private investment, 
government spending, and net exports. When conditions of under 
employment exist, with involuntarily idle manpower and excess 
industrial capacity, aggregate supply exceeds aggregate deman an 
the economy suffers from a deflationary gap. The chief cause o i c 
resources is too low a level of planned private investment and govern 
ment purchases. One of the basic remedies for closing the gap is an 
increase in autonomous investment, an expenditure indepen ent o 
expenditures in other sectors of the economy. An autonomous in¬ 
crease in government expenditures will increase the Gross ationa 
Product by a multiple of the change in such expenditures. 20 It omits 
domestic governmental transactions. The government spen s g 
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sums on such matters as military forces, education, and the upkeep 
and building of roads. These payments inevitably affect employment, 
industrial production, and national income. In the economists 
jjar°on government expenditure policy, taxation, and the manage¬ 
ment of public debt to keep an economy fully employed is called 
fiscal policy. Government expenditures, like private investment, 
represent an “injection” into the income stream, and taxes act as a 
"leakage” from the income stream. If under-utilization of industrial 
plant and idle manpower are to be overcome, the government has to 

embark on a “stabilization policy." 

The difficult decision is always how much government spending 
and what tax rates are necessary to achieve the desired increase in 
national income. No matter which option is chosen, the autonomous 
increase in government expenditure triggers the multiplier process, 
which then raises the level of national income in the multiple of the 
change in government outlay. Every additional dollar the govern¬ 
ment spends enters the income stream. However, if the finance min¬ 
ister insists on a balanced budget and collects an extra dollar to 
match the extra outlays, private spending is not reduced by a full 
dollar, because part of that extra dollar would have gone into savings. 
The expansionist effect of the dollar spent by the government, for 
whatever purpose, exceeds the depressing effect of the dollar taxed, 
thus making a net addition to total spending and raising the equilib¬ 
rium level of the Gross National Product. This relationship is called 
“the balanced budget theorem.” It is true, of course, that this theo¬ 
rem assumes constant propensities to invest and consume and dis¬ 
regards other possible shifts in the behavior of firms; it is therefore 
not possible to assert that a balanced increase of z dollars in the 
government budget will increase G.N.P. by exactly z dollars, but 
there is no doubt that the G.N.P. will expand. 

Shilumim Orders and German Industry 

The fear of a recession, a shortage of dollars, and idle manpower 
were responsible for Bonn’s insistence at Wassenaar that the Shilu- 
mim payments be made in kind and not in dollars, gold, or Swiss 
francs. The West German position was that payments in kind were 
not necessarily identical with payments in convertible currencies, 
because even though certain types of goods would not be exported 
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at all, they could prudently be included among the categories that 
Israel had to take. This attitude was made explicit in Article 6 of 
the Shilumim Agreement, which prescribed the specific commodities, 
and in what amounts, the Israel Mission had to order annually. The 
Germans anticipated that the orders would serve as injections and 
benefit various industries, particularly those in the depressed areas, 
which included, in the early 1950s, West Berlin, the former Navy 
shipyards at Wilhelmshaven, and twenty-six towns and eighty-two 
rural districts in the areas bordering East Germany. 27 

From 1953 to 1965, Dr. Shinnar’s Israel Mission placed 50,165 
orders with the Bundesamt fur gewerbliche Wirtschaft, made 29,647 
alteration requests, and cancelled 753 orders. The year-by-year place¬ 
ment of orders was as follows: 

Table 9-2 
Shilumim Orders 


Year 

Orders 

Alterations 

Cancellations 

1953 

3,095 

— 

— 

1954 

8,357 

5,440 

89 

1955 

5,628 

4,060 

174 

1956 

6,845 

3,598 

104 

1957 

6,538 

4,019 

61 

1958 

8,457 

4,422 

95 

1959 

5,125 

3,064 

55 

1960 

2,542 

2,060 

37 

1961 

2,752 

1,774 

27 ’ 

1962 

515 

888 

42 

1963 

221 

227 

48 

1964 

90 

70 

1 


Source: J. Ebeling, Bericht iiber die Durchfuhrung des Abkqmmens 
zwischen der BundesrepubUk Deutschland und dem Staate Israel 
vom 10 September 1952 (Bonn: Bundesmimster fur Wirtschalt, 

1966), p. 20, 

Israeli orders went to 4,570 firms, including those of West Berlin, 
their value varied from a minimum of DM 100 to DM 25 million. 
More than 3,000 orders were placed in 1953, and by 1954 t is nu 
ber had almost tripled. During the succeeding two years more than 
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12 000 orders were placed; and by the end of 1956, 48 per cent of 
all orders had been made. From 1957 to 1961, there were an addi¬ 
tional 25,414 orders, more than 8,000 in 1958 alone, the year when 
Dr. Shinnar successfully negotiated the difficult DM 450 million loan 
with the Deutsche Bank. To ascertain whether these Shilumim- 
financed “injections'’ produced additional employment by means of 
the multiplier process, we must list the rates of capacity utilization 
in selected branches of the West German economy. 28 

Table 9-3 shows that the index of capacity utilization of total 
industry was 89.0 in 1953 and 94.5 in 1965. We have seen how the 
West German economy went through periods of revitalization from 
mid-1948 to the end of 1951, of normalization from 1952 to roughly 
1957, and of overemployment beginning in 1957-1958. 20 During 
revitalization and normalization, the shortage of investment funds 
was the principal bottleneck to economic expansion, and unemploy¬ 
ment was still quite substantial. 30 Throughout the fourteen-year 
period, with the exception of 1958 when the total index dipped a 
fraction below 90 per cent, German industry continued to operate 
at very high rates of capacity utilization. The economy continued to 
grow vigorously, occasionally entering into export-led booms such 
as those of 1955 and 1961. During boom years the machine-making 
and electrotechnical industries were utilized at 100 per cent. In 1960, 
the iron-working, chemical, and textile industries also achieved 100 
per cent utilization. 

The record of the shipbuilding industry, however, was quite 
uneven. During the first and second Shihimim years, 1953 and 1954, 
considerable under-utilization of shipyards existed. In 1953 moTe 
than one-quarter of all shipyards were idle, whereas in 1954 the 
excess capacity was close to 13 per cent. After the two boom years of 
1957 and 1958, when 100 per cent capacity operations prevailed, 
West German shipyards suffered hardships. 

By 1957 the rate of unemployment had dropped below 4 per cent, 
and labor shortages plagued the economy for many years to come. 81 
Yet the purpose of Article 6 had been to create additional employ¬ 
ment, especially in the depressed areas. And in 1951 and 1952 it made 
good economic sense because of stagnation and large-scale unemploy¬ 
ment. However, in 1954 West Germany’s finance minister, Fritz 
Schaffer, cut the yearly payments to DM 250 million and thus slowed 
down the entire implementation program. The bulk of Israeli orders 


Table 9-3 

Index of Utilization of Capacity, West Germany, Selected Industries 
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were placed after 1956, when serious labor shortages existed and 
machine-making industries were operating at near capacity. Seen 
this way the Shilumim purchases added fuel to the fire of an already 
overheated economy. Israel wanted arid got a vast array of capital and 
investment goods, but was not interested in labor-intensive goods 
which could have been produced easily in the depressed areas. In 
fact the distribution of the Shilumim orders shows that depressed 

areas benefited much less than originally hoped. 

The lion's share of the Shilumim goods originated either in the 
hig hly industrialized Ruhr Valley or in Hamburg and not in the 
depressed areas. The Ruhr Valley produced more than 50 per cent 
of the goods, while overpopulated Schleswig-Holstein and Bavaria, 
with substantial pockets of unemployed refugees, produced only 
4.3 per cent and 5.1 per cent, respectively. Thus, Article 6, for a 
number of reasons, did not generate additional employment in de- 

Table 9-4 


Distribution of Shilumim Orders bv Area a 


4 

State 

Amount 
(DM 1,000) 

Percentage 

Nordrhein-Westphalia 

576,534 

32.4 

Hamburg 

345,989 

19.4 

Baden-W iir t temberg 

187,309 

10.5 

Lower Saxony 

145,492 

8.2 

Hessen 

97,444 

5.5 

Bremen 

92,864 

5.2 

Bayern 

91,442 

5.1 

West Berlin 

83,605 

4.7 

Rheinland-Pfalz 

82,378 

4.6 

Schleswig-Holstein 

76,439 

4.3 

Saarland (since 1959) 

1,712 

0.1 

Total 

1,787,208 

100.0 


Source: Uundcsamt fur gcwerbliche Wirtschaft, Die Dutch fit lining 
t/es Abkomtnens vom 10 September 1952 zwischen der Bundesrepub- 
lik Deutschland und dem Staate Israel in den Jahren 1952-1962 
(Frankfurt a/M.: 1962), p. 59 (mimeo), 

0 Up to March 31, 1962. 
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pressed areas. Full employment, unprecedented prosperity, and acute 
labor shortages came only in 1957, after which the formerly depressed 
areas became sources of labor for the industrialized Ruhr Valley. 
Although it is true that the number of Shilumim orders that went 
to labor surplus areas was low, the figures should be viewed with 
reservation because the West German Central Statistical Office re¬ 
corded exported goods according to the location of a company’s main 
office and not according to the location of actual production. For this 
reason, the thousands of subcontractors who did some work in assem¬ 
bling Shilumim goods did not appear in the official statistics. Yet 

many were located in depressed areas. 32 

West Berlin, because of its territorial isolation from the rest of the 
Federal Republic and its heavy unemployment and underemploy¬ 
ment, enjoyed preferential treatment in the allocation of some 
Shilumim orders. Although Berlin lacks heavy industries, it has been 
traditionally a center of high-quality, labor-intensive products, espe¬ 
cially in electronics and communications, and in electricity-generat¬ 
ing and railroad-signaling equipment. In 1955, for instance, the 
Israel Mission asked one firm there to produce an entire electrical 
generating facility with a total value of DM 80 million. 33 This order 
kept that firm going for a number of years. Thus, although according 
to Table 9-4 West Berlin’s official share in the total production of 
Shilumim goods was only 4.7 per cent, actually it was considerably 
higher because of a substantial amount of subcontracting, especially 
in shipbuilding. Many Shilumim ships obtained thousands of items 
from West Berlin. But again, since the subcontracting work is not 
reflected in official statistics, the share appears lower than it actually 
was. Precisely what Shilumim production contributed to improving 
the city’s employment is difficult to say, but it was undoubtedly sub¬ 
stantial. 

The West German Shipbuilding Industry 

Of the DM 2.4 billion spent by the Israel Mission, almost 25 per 
cent went for ships. To assess to what extent these purchases helpe 
to improve the capacity utilization of West German shipyar s, we 
shall first examine briefly the operations of this industry from 

to 1965. , .... .i 

Before the war Germany had an efficient shipbuilding industry 
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With a Yearly capacity of 500,000 gross registered tons-But wartime 
destruction and postwar reparation removals left it a shambles. Not 
until 1949 was West Germany again allowed to build ships of a pre¬ 
scribed size. In 1950 its shipbuilding capacity was one-quarter of that 
in 1939- it stood at 350,000 gross registered tons in 1951 « the year 
all restrictions on West German shipbuilding were removed.- From 
1953 to 1965, merchant vessels launched by the Federal Republic 
totaled 13.5 million gross registered tons. 87 By the end of 1962 Israel 
had ordered 49 vessels, with a total of 450,000 tons,- which repre¬ 
sented 3.5 per cent of all merchant vessels launched by Germany. 
The Israel Mission had placed two large orders for ships: from 1953 
through 1955, Dr. Shinnar asked for bids on 18 vessels, and in Octo¬ 
ber 1956 32 ships were ordered. 89 Israel's decision to go ahead with 
these purchases was based primarily on security considerations, on 
national pride in seeing the Star of David on ships plying the oceans, 
and on the lack of other projects for the utilization of Shilumim 

funds. 

In 1953, when German shipyards were operating at only 73.2 per 
cent of capacity, the Israeli order for 3 ships with a total gross ton¬ 
nage of 14,000 was probably much appreciated. 40 The Korean War 
boom was over and many ships were idle, as were the yards. The 
West German situation was particularly critical because British 
shipbuilders were offering better terms. In 1954 ifhe Israelis placed 
another order for 11 ships with a total gross tonnage of 58,656, 41 and 
took possession of 6 ships. In 1955 West German shipyards operated 
at 95.5 per cent of capacity, and in 1956, because of the Suez crisis, at 
almost 100 per cent, a situation that lasted through 1958. In the fall 
of 1956, when Dr. Shinnar ordered 32 additional ships, the costs 
were 15 to 20 per cent higher than they would have been in Japan 
or France, because German shipyards were flooded with orders. 42 Not 
until 1959 was there considerable world-wide under-utilization of 
shipyards, which resulted in almost cutthroat competition. 43 

After 1958 when medium and smaller shipyards had difficulty in 
keeping fully employed, they turned more and more to repair work 
instead of building new vessels. 44 Although these yards obtained a 
few new construction orders from public authorities in 1960, there 
was anxiety about the future. 46 In 1961 continued sluggishness of 
international seaborne shipping and a 5 per cent revaluation of the 
Deutsche Mark made it more difficult for German yards to compete 
effectively with foreign yards. 40 After the end of the Suez crisis, the 


The Impact on West Germany 2 03 

experts spoke of stagnation in the shipping industry. 4 * Thus, despite 
the continued vigor in almost all branches of German industry 
during the fourteen-year period, shipbuilding was a notable excep¬ 
tion. Certain cities threatened to become distressed areas. In Ham¬ 
burg, for example, shipyards employed more people than any other 
industry, 8 that is, one-seventh of all industrial workers, and for 
every shipyard worker two others were employed in the various 
supply industries. Most of these subcontracting industries (Zuliefer- 
industrie'j were located outside of Hamburg. In other port cities the 
situation was even more critical. In Emden, 77 per cent of the total 
work force was employed in shipyards; in Bremerhaven, almost 50 
per cent; and in Kiel, Liibeck, Flensburg, and Cuxhaven, between 
25 and 40 per cent. 40 Thus, the 49 Shilumim-financed seagoing ves¬ 
sels, the 8 fishing vessels, and the 2 customs cruisers did contribute 
to fuller utilization of the yards. The first orders placed in 1953 were 
very welcome and had favorable effects both in the yards and in the 
supply industries. The orders placed at the height of the Suez crisis 
in 1956 were on top of an already heavy backlog, but with the onset 
of world-wide shipping stagnation in 1958 they enabled the yards to 
keep operations at higher levels of capacity than otherwise would 
have been possible. Consequently even the second batch of orders 
for ships had a beneficial employment effect, although it cannot be 
calculated exactly. In summary, it is probably fair to say that the 
Shilumim-financed ship purchases served to some extent as a gov¬ 
ernment-financed public works program, even if the total of DM 586 
million spent was small in relation to the entire production of the 
shipbuilding industry over the four teen-year period. From 1953 to 
the end of 1962 the value of the total output of West German 
shipyards was DM 20.2 billion, of which the Shilumim share was 
2.9 per cent. 00 

To build and to equip 49 seagoing vessels required vast amounts 
of supplies from hundreds of firms in different industries. Moreover, 
the extra costs meant extra profits, and extra employment as well. 
Shipyards depend heavily upon other industries because the building 
of a ship requires, among other things, steel, machinery, propellers, 
turbines, navigational gear, coffee cups, furniture, and linens. Ger¬ 
man officials, in acquiescing to the Israeli request for 49 ships, were 
well aware of this interdependence between shipyards and suppliers. 
By permitting Israel to order ships, they created extra business—and 
not just for shipbuilders alone. 61 
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Some General Economic Effects of the Shilumim Purchases 

The Israelis spent DM 2.05 billion for goods in Groups I, II, and 
HI w hile in Group IV, agricultural products, and Group V, services, 
they claimed DM 345 million, for a total of DM 2.4 billion. 52 After 
deducting DM 0.6 billion spent on ships, DM 1.5 billion was left for 
steel products, machinery, and equipment. Across a busy decade for 
West Germany, this sum was minuscule indeed, and its economic 
impact small. Had the Federal Republic suffered from severe under¬ 
employment, these extra purchases would have been a stimulant. But 
Shilumim goods, 80 per cent of which were capital goods, repre¬ 
sented extra demand in an overheated economy. The West German 
government might have done better to transfer the amounts owed 
to Israel in 1957, let us say, in foreign exchange. At that time West 
Germany had plentiful gold and dollar reserves, and the transfer 
could have been accomplished painlessly. 

The Shilumim Agreement was implemented without fanfare and 
without headlines. The Bundesamt staff of some ten officials in 
Frankfurt am Main worked efficiently with the Israel Mission of 
Cologne. The cooperation was mutual because purposeful alloca¬ 
tion of the available funds was a common objective. Again and again 
Dr. Shinnar praised the “correct” attitude of the German officials 
vis-a-vis the Israelis and their requests. 53 A high official in Bonn’s 
Finance Ministry summed up his impressions by saying, “Oh, we 
disagreed on many things more than once, but we never became 
disagreeable!” 54 Dr. Hans A. Goers, chairman of the Mixed Commis¬ 
sion, stated that he had clashed with Dr. Shinnar not more than 
twice. 65 Mutual good will infused the spirit as well as the letter of 
the Shilumim Agreement. The German officials did not harass the 
Israelis with picayune administrative red tape, but instead permitted 
the pre-ordering of goods on account for future years, agreed to 
prefinance Israeli purchases, and finally guaranteed the DM 450 
million loan that made it possible to conclude the Agreement sooner. 
The Shilumim funds enabled Israeli planners to accelerate the 
economic development of their country. The certainty that DM 250 
million would be available annually for investment goods gave the 
Finance Ministry a breathing spell from the perennial fear of a hard- 
currency shortage. 5 ' 1 Moreover, speedier implementation of the Agree¬ 
ment enabled the Israelis to order goods at lower prices. The growth 
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0 f purely commercial trade was the inevitable result of the economic 
relations that commenced with Shilumim. From 1953 to 1965 West 
Germany imported DM 1.1 billion worth of goods from Israel and 
exported DM 1.26 billion worth, in addition to Shilumim goods. 57 
In the spring of 1966, after the Shilumim Agreement was discharged 
in full, the Bonn government began giving Israel economic aid, 
which is likely to strengthen further the commercial ties between 
the two countries. 

The world's press, of course, traced the progress of the Shilumim 
Agreement. 08 According to one British observer, it was “perhaps the 
finest feather in the Bonn Government's cap from the point of 
view of public opinion in the Western world.” 60 After the first five 
years, it was reported that German deliveries were of “great bene¬ 
fit to the Israeli economy.” 00 By the end of 1962, after ten years, 
Bonn’s meticulous discharge of its obligations had contributed con¬ 
siderably to improved relations between the governments of Israel 
and West Germany. 81 Israel, of course, would have survived without 
German-made goods, but the steady flow of capital equipment ac¬ 
celerated considerably the pace of economic development, and 
Israel’s government gave proper credit to the Bonn government for 
“having faithfully carried out its commitments to pay reparations,” 82 
In 1965. it was reported that §600 million out of $850 million of the 
Shilumim funds were spent upon the development of the country. 
The New York Times even said that the Shilumim deliveries be¬ 
came “a principal foundation of Israel s economic growth. 

The Political Impact of Bonn's Moral Reparations 

In the spring of 1966 the Shilumim Agreement was finally and 
meticulously fulfilled. Individual compensation payments continue 
and the governments of Israel and the Federal Republic were n 
gotiating a new agreement to enable Israel honorably to receive 
German economic aid in the future. These achievements ore wi 
ness to the seriousness of the Bonn governments intention to earn 
its way into the community of democratic nations. No oreign go 
eminent and no judicial authority could legally force the Bonn g> 
eminent to recognize the Jewish moral claims against Germ y 
1969 Dr. Goldmann wrote that during the Wassenaar talks t ere 
'was no basis in international law for the collective Jewts i c aims, 
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and the fact that Adenauer's government was persuaded to recog. 
nize and satisfy them by material means “was a triumph of mo¬ 
mentous significance/ 86 

What was the impact of these moral reparations payments? (Bonn’s 
commitment to pay the State of Israel DM 3.45 billion can hardly 
be called conventional reparations. 68 Moral or conscience reparations 
is more appropriate.) Did they improve the image of West Germany 
in Israel, in the United States, in England, at the governmental level? 
How did Bonn’s “moral comeback policy’* affect the individual Jew 
in the Diaspora and in Israel? More to the point, how do the sur¬ 
vivors of Auschwitz look upon West Germany and the Germans to¬ 
day? Further, how do Germans young and old look upon the Jew 
today? And how was Germany’s “moral comeback" reflected in the 
mass media, literature, and press in the Diaspora and in Israel? 

It would take another volume to answer all of these questions in 
detail. Yet, in assessing the impact of the Shilumim Agreement it is 
necessary to look for clues to political and diplomatic benefits to 
the West German government. All things considered, apart from 
the moral requirements, Adenauer needed a better international 
image for the Federal Republic. Titus, his policy of launching the 
“moral comeback” was also motivated by the necessities of Real - 
politik . 

The first attempt to evaluate the political impact of the German 
Wiedergutmachung policy, of moral reparations in general, and of 
Shilumim in particular was made at the Fifth Plenary Assembly of 
the World Jewish Congress, held in Brussels in August 1966.°' It 
was the first intellectual confrontation of the Jews, the Israelis, and 
the Germans after the Holocaust on the question of German-Jewish 
relations. Dr. Goldmann, then president of the World Jewish Con¬ 
gress and the driving intellectual force in organizing this German- 
Jewish debate, stated in his introductory remarks that the relations 
between the Germans and the Jews rvere still “the most complex and 
important problems of the Jewish generation of today.” 08 Since it 
was unrealistic and impractical to ignore Germany, he advocated 
that Jews seek coexistence in this generation with the Germans. 00 
The intellectual exploration of this difficult coexistence, he re¬ 
iterated. had nothing to do with the questions of forgiveness, rec¬ 
onciliation , or an attempt to forget the past. 10 He also declared that 

the Jews had a right to be oversensitive on this subject, not the 
Germans. 71 
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Three member-groups of the World Jewish Congress, Herut- 
Hatzor, Achdut Haavoda-Poale-Zion, and Mapam, refused to partici¬ 
pate in the debate, but they submitted statements of opposition to 
this item on the agenda. 72 Mr. Isaac Remba, representing the right- 
wing Herut party, wrote that all Germans were responsible for the 
murder of one-third of all Jews, and many of the murderers were still 
at large. His view was that the Shilumim payments and individual 
compensation were no great favors, that the Germans were merely 
returning a minuscule part of what they had robbed, 78 and that in 
this generation no reconciliation between the Germans and Jews was 
possible. Mr. Abraham Schenkar, of the Achdut Haavoda-Poale-Zion, 
opposed the meeting because it contained “the seeds of appease¬ 
ment/’ 74 It was morally wrong to give the West Germans the 
hechsher (stamp of approval, used to indicate that food is kosher) 
they so badly needed. The statement of the left-wing Mapam stressed 
that the time for German-Jewish dialogue had not yet arrived and 
that any German-Jewish debate would be interpreted “as the be¬ 
ginning of reconciliation." 75 - 

Of those who did participate, the principal speaker from the 
Israeli side was Professor Gershom Sholem of Hebrew University, 
Jerusalem. Professor Salo W. Baron of Columbia University, and 
Dr. Joachim Prinz of New York City, represented Jewry in the 
Diaspora. Dr. Eugen Gerstenmaier, then speaker of the German 
Bundestag, Golo Mann, professor of history, the philosopher Karl 
Jaspers, and Dr. Hendryk G. van Dam, the Jewish representative 
of West Germany, spoke for the German side in this debate. 

Professor Sholem, in a moving address, touched upon many sensi¬ 
tive areas that still mar individual German-Jewish relationships. 7 ^ 
For many Israelis, the German people represented a hopeless case, 
and they doubted that the Germans would ever turn over a new 
leaf and abandon their deep-seated anti-Semitism. A new working 
relationship between Jews and Germans could emerge by quiet work, 
based on respect, honesty, open minds, and, above all, good wil. 

Professor Mann, a German himself, felt that he could never fully 
trust the Germans, not even as human beings, because the s ^ ad ° w j 
of Auschwitz and Treblinka were still upon us. 78 Anyone who had 
gone through the 1930s and 1940s would “remain in the innermost 

of his soul a sad man until he dies. 70 

For the well-known philosopher Karl Jaspers, who cou not a 
tend in person but sent a message, the Nazi genocide would remain 
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associated with the very idea of Germans, just as pyramids of skulls 
evoke the name of the Mongols.” 80 Whether an individual German 
had been an active murderer or a passive onlooker, the Germans 
should never forget that by preferring to stay alive, by being quiet 
or indifferent, their being alive constituted their “grievous fault” 
And even though most Germans were not guilty of genocide, all 
Germans bore a moral and political responsibility for the deeds of 
the government of the Third Reich, which they chose in 1933. 81 
Jaspers believed that there must be no eternal enmity between Jews 
and Germans* only those who had survived the Holocaust could for¬ 
give. But who could forgive the murder of the millions of Jews? 
Only the victims themselves, according to Jaspers, and no one could 
* speak for them. Thus, the only kind of reconciliation possible was 
through material amends to the State of Israel and individual com¬ 
pensation. Such acts did not constitute reconciliation, forgiveness, or 
forgetting. He praised Chancellor Adenauer for his “political good 
sense” and his “understanding for Jewish unforgiveness” in signing 
the Luxemburg Treaty in 1952, but he deplored some of the ex¬ 
cesses of sterile nationalism on both sides. Jaspers found it impossible 
to speak of Jews and Germans as a collective entity; therefore, the 
problem of Jewish-German relations was for the moment insoluble, 
though not hopeless. 82 

Dr. Gerstenmeier felt that the Nazi genocide had left an indelible 
curse on all Germans. 93 The purpose of the debate, “Germans and 
Jews: Unsolved Problem,” had nothing to do with reconciliation or 
cleansing the slate. Rather, Dr. Goldmann had put this item on the 
agenda to show the Germans that, at the end of the Shilumim pay¬ 
ments, German-fewish relations had still not been solved and that 
vigilance against the rise of extremists was called for. 

The debate was widely reported in the press, but most Israelis and 
probably most of the Diaspora ]ewry were against it. Earlier, in May 
1966, ex-Chancellor Adenauer had gone to Israel at the invitation 
of the government, 84 He was deeply impressed by Israel’s achieve¬ 
ments and recorded in his memoirs that he “. . . encountered little 
hatred or animosity.” 85 He was made an Honorary Fellow of the 
Weizmann Institute; and he was feasted, welcomed, and appreciated 
almost everywhere, except for one incident at a dinner party at the 
home of Prime Minister Levi Eshkol. F.shkol said that the Jewish 
people were still looking for . . testimony that Germany Tecog- 
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nized the burden of the past and sought a new path for herself in the 
community of nations.” 90 Adenauer felt that these remarks were 
insulting, and in his reply said that the Jewish people should at least 
appreciate the Bonn government’s material compensation payments 
and good will. 87 He admonished that . . nichts Gutes daraus 
entstehen kann, wenn man uns die Annerkennung verweigert,” 88 
and refused to raise his glass in answer to Eshkol's toast to German- 
Israel understanding. 88 

At the end of Shilumim, Adenauer knew that reconciliation be¬ 
tween the Germans and Jews could not be expected in the near 
future. And so did Dr. Goldmann, As long as hundreds of thousands 
of Jews still carried concentration camp numbers tattooed on their 
arms, the very thought of face-to-face contact with the Germans 
was repulsive. To the survivors of the Holocaust, all Germans were 
moral lepers. Formal and correct relations between Bonn and Jeru¬ 
salem made a useful fiction, but on the person-to-person level, espe¬ 
cially for the older Jews and Israelis, the Germans were still rabid 
nationalists, militarists, and anti-Semites. Thus it was, three weeks 
after the Brussels debate, during the Jewish Agency Executives 
nine-day plenary meeting in Jerusalem, that Dr. Goldmann was 
subjected to a sharp attack for his views on Germany. 00 The repre¬ 
sentatives of the Executive probably spoke the mind of the Jewish 
people: “Goldmann, it was still too early to talk to the Germans!” 
In October 1966, Dr. Goldmann summed up his impressions of the 
Brussels debate by saying that, despite the noisy opposition from 
the extreme left and right, the German-Jewish dialogue was useful 
and that it would pave the way for the establishment of a normal 
coexistence between the Jews and Germans. 01 For the Germans, the 
Toad to acceptance would be long and fraught with difficulties, and 

they w'ould have to be patient. 

The Image of West Germans in the Diaspora 

In the spring of 1945, after the end of hostilities in Europe, a 
noted German philosopher confided to his diary that anti-German 
ism together with anti-Semitism were the two basic frames o 
(Grundstimmung) in the world." 2 Germanophobia was a fact of life, 
and the mass media in the Western, as well as the Communist, wor 

Were anti-German. 
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In America the historical image of Germany during this century 
has been changing radically almost from decade to decade. Before 
World War I Americans had a veritable love for Germany and ad¬ 
mired its culture, learning, and technology; thousands upon thou¬ 
sands of young Americans went to study in Germany. 08 During 
World War I, however, the image of the Hun replaced all that had 
been admired before 1914. With the advent of the Third Reich, 
the stereotypes of World War I re-eraerged; and during World WaT 
II, the furor teutonicus became the symbol of supreme evil. As soon 
as the first survivors of the Nazi death mills told what had happened 
during the Holocaust, how the Germans practiced industrialized 
genocide, the revulsion against and hatred of everything German 

was complete and almost universal. 

But the Cold War, especially after the Marshall Plan got under 
way, placed the western parts of Germany on the side of the United 
States, and no matter what appeared in the mass media or in litera¬ 
ture a new successor-state, the Federal Republic, emerged from the 
smoldering ruins of the Third Reich. It eventually became an ally 
of the United States and was subject to what one German historian 
called far-reaching "Westernization” ( Verwestlichung ). 04 The eastern 
part of Germany, on the other hand, was transformed into a Soviet 
style country, and it underwent "Easternization.” 

Designed to create a better public and published image of the 
Federal Republic, the successful and quiet discharge of the Shilumim 
Agreement and the continuation of individual compensation pay¬ 
ments considerably improved West Germany’s image in America, at 
least in government councils. Similarly, the Israeli government and 
world Jewish organizations acknowledged Adenauer’s symbolic ges¬ 
tures of good will. There is no question that two decades of moral 
reparations have led to the emergence of a much-improved image of 
West Germany on the governmental and administrative levels. And 
in that sense, Adenauer’s and his successors’ moral comeback policy 
received the “hechscher” of the Western world. 

How did Americans, in city, suburb, and countryside, view Ger¬ 
many in the spring of 1966? Generalizations are never satisfactory, 
but they are useful in that they reflect to some extent the speech, 
thought, and feelings of many men and women. Since the end of 
World War II, millions of American soldiers have been stationed 
on West German soil, and many millions more of American tourists 
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have visited the country for shorter or longer periods. For these Tea- 
sons alone, the Federal Republic is familiar country to Americans. 
They generally respect and admire Germany's enormously successful 
economic comeback and the resurgence of its shattered cities. West 
Germany is the military prop of the NATO alliance, and the Wash- 
ington-Bonn political axis is firm. In the United States, the almost 
universal acceptance of the Volkswagen reflects the popularity of 
German-made products. 

On the other hand, published opinion in the United States about 
West Germany is still contradictory, fuzzy, and negative. Why? Ac¬ 
cording to one interpretation, the American masses are really not 
all that concerned with West Germany. They take it or leave it alone, 
so to speak. Another reason may he that four relatively small groups 
interested in things German are Germanophobic: American Jews, 
Americans of eastern European descent, academicians (especially at 
the leading universities in the Northeast), and certain circles within 
tSie federal government. 00 In the American mass media West Ger¬ 
many is still suspect, and the stereotyped view of furor teutonicus is 
very much in evidence. The popular image portrayed is one of Ger¬ 
mans as cruel aggressors, incapable of ever becoming true demo¬ 
crats. 00 It is still popular to be afraid of Germany and to see Germans 
as incorrigible. 07 

Throughout the 1950s and 1960s numerous widely read American 
books dealt with many German topics from an anti-German point 
of view. As a popular historical account, nothing matched William 
L. Shirer’s The Rise and Fall of the Third Reich (1960). Most re¬ 
viewers acclaimed it as a great historical work. Shirer s working hy¬ 
pothesis was that the Third Reich was a natural outcome of the 
unique pattern of German culture. He stressed the collective re¬ 
sponsibility of all Germans for the rise of Nazism. According to 
Shirer, Germans nearly always prefer order to freedom and put 
obedience above individual conscience. More than one million copies 
of his book have been sold in America, and in the 1970s paperback 
editions are still on sale in almost every supermarket. It has in¬ 
fluenced young and old, students and teachers alike, and Shirer s 
view that only Germany's historical and cultural heritage coul ave 
made Nazism possible will be heard for a long time to come. Despite 
its popularity this work has been criticized on four accounts: its 
somewhat simplified conception of German history, its lack of ob- 
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jectivity, its author's failure to acquaint himself with the nature of 
industrialized totalitarianism, and its dated scholarship. 08 And in 
many of the numerous books dealing with politics and history that 
came after Shirer, the central theme was that the Federal Republic 
of Germany was the moral descendant of the Third Reich. 08 

The revival of Nazism in the Federal Republic of Germany seems 
to be an idee fixe of American journalism, film, and television. Ex¬ 
cept for Chancellor Adenauer, Germans are seen as being unable to 
become good democrats. 100 In 1969 it was reported in the West Ger¬ 
man weekly Der Volkswirt that, according to Mr. Erwin Single, the 
editor of the German-language New Yorker Staatszeitung und 
Her old, CBS permitted week after week the presentation of Germans 
as spies, mad scientists, puffed-up blockheads, sadists, and other un¬ 
pleasant figures. 101 The appearance of old movies on television-espe- 
cially the heavy-handed, anti-German wartime dramas—is still fre¬ 
quent. Such reruns are cheap inputs that earn money for the TV 
stations. Although there is no malice intended in showing them, 
their effect may nevertheless be cumulative upon the subconscious 
mind, and therefore upon the formation of attitudes. In the fall of 
1965 the Frankfurter Allgemeine Zeitung also quoted the New 
Yorker Staatszeitung und Herold which protested against the presen¬ 
tation on American TV of the entire German nation as a collection 
of subhumans and idiots. 102 In many American homes, viewers are 
thoroughly familiar with such widely serialized shows as Hogan's 
Heroes and Combat, in which Germans are depicted as stupid, repul¬ 
sive, obedient, and always arrogant aggressors. 108 

The British mass media have exhibited similar attitudes toward 
Germans. 104 One Englishman felt that the British “popular press 
. . . had proved itself both unable and unwilling to free itself from 
the clutches of war-time propaganda," and “. . . news of positive 
trends [was] neglected.” 106 

Needless to say, the Holocaust and the industrially perfect as¬ 
sembly-line murder of millions of Jews cannot and should not be 
forgotten. The Nazi legacy is still a terrible burden, and neither the 
West German government nor the Germans themselves can expect 
quick improvement of the German image even after a quarter cen¬ 
tury of good behavior. 100 Even the massive payments in the form of 
moral reparations—costly cosmetics as one writer called the Luxem- 
burg Treaty payments—cannot quickly and effectively improve the 
image of Germans abroad. 107 
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The Impact on West Germany 

The year after the discharge of the Shilumim Agreement saw the 
eruption of the June 1967 war between Israel and Arab states. The 
United States and the Federal Republic of Germany maintained a 
“hands-off” policy in that conflict to prevent its escalation. In the 
United States the majority of the non-Jews seemed, relatively speak¬ 
ing, not very much concerned about the outcome of the war, and 
there was a remarkable silence and indifference in the churches. 108 

In contrast to American apathy, a spontaneous feeling of sympathy 
and desire for action in support of Israel broke out throughout West 
Germany, a reaction that took Israel by surprise. The West Germans 
collected funds, bought Israel bonds, prayed for Israel’s victory, 
volunteered for all kinds of civilian service in Israel, donated blood, 
offered homes for Israeli children, collected medical supplies, 
marched and declared to the world that “There can be no neutrality 
against injustice” and that “It is our moral obligation to support 
Israel.” 100 It should be noted thacall these declarations of solidarity 
with Israel were made at a time when Israel’s government stood 
alone, before its spectacular victory, defying the inaction of the 
United Nations. 

The Israelis were ready to fend for themselves, but the moral sup¬ 
port of West Germany was the least expected and probably the most 
appreciated. The German mass media spoke in clear language. 
Israel’s existence is in danger and world public opinion cannot per¬ 
mit and should not tolerate another “Munich Fiasco. 110 The Israeli 
ambassador to West Germany, Asher Ben-Natan, made no bones 
about the fact that the moral mass support of the West Germans 
during the June 1967 conflict led to the emergence of a new element 
in relations between Israel and West Germany. Above all, from then 
on, correct relations between Bonn and Jerusalem led to better rela¬ 
tions in general at the grass-roots level. 111 West Germany had also 
become a very important arms supplier to Israel at a time when 
virtually all other countries maintained an arms embargo. 11- 

In summary, in 1953 Adenauers moral comeback policy ha^ 
been an affair of the government. Most Germans over thirty i 
not want to be reminded of Nazi crimes because, after the long war, 
near-starvation, chaos, and suffering, they were primarily concerne 
with the material aspects of life and living. They accepted the gov- 
fmment's decision to settle Israel's collective claim as \vel as to p*y 
individual compensation. They yearned to be consideied just nor 
people, like Frenchmen, Italians, and Englishmen. 1 ” The Bonn gov- 
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eminent signed the Luxemburg Treaty voluntarily; it was not a legal 
obligation and could not have been binding in any couTt in the 
world. At the same time, the Shilumim policy meant a deliberate 
destruction of Arab good will. Despite the furor in the Western 
press in 1964 and 1969, when the West German parliament's discus¬ 
sion of the statute of limitations and the prosecution of Nazi crimes 
destroyed much hard-won diplomatic porcelain, the Wiedergut- 
machnng payments were continued. And if the payments were so 
unpopular, why was this never successfully exploited by right-wing 
parties, which even today are splinter groups without any representa¬ 
tives in the Federal parliament? The drastic change in Israeli atti¬ 
tudes toward West Germany and Germans has demonstrated that the 
“moral comeback” is probably not a fiction any more in that country. 
And the Luxemburg Treaty of 1952 to a large extent paved the way. 


10 


Shilumim Funds: 

Monument or Current Expense? 


Considering Israel's difficult economic situation, there was some fear 
that the government would use up a considerable portion of the 
DM 3.45 billion for current needs. A number of Israelis felt that nc 
matter how pressing the import requirements of the moment, the 
Shilumim funds should be invested primarily in developing the 
country's infrastructure so as to bring it closer to economic inde¬ 
pendence. Since the sum of DM 3.45 billion represented material 
compensation for Jewish suffering in the Diaspora, they believed 
there could be no more appropriate or lasting monument for future 
generations. 

Dr. Solomon Trone’s Plan 

i 

The first plan for the utilization of the Shilumim funds was pre¬ 
pared in mid-1952 by Dr. Solomon Trone, an American General 
Electric Corporation engineer. Dr. Trone came to Israel in the sec¬ 
ond half of 1951 at the invitation of Hillel Dan, managing director 
of Solel Boneh, an important part of the producers section of the 
Histadrut. 1 

Israel’s finance minister, Eliezer Kaplan, had asked Dr. Trone to 
prepare a ten-year development plan on the assumption that $615 
million from Germany, S181 million from other countries, and 
I£ 825 million would be available. 2 When the plan was almost ready, 
the cochairmen of Israel's delegation at Wassenaar, Dr. F. E. Shinnar 
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and Dr. G. Josephthal, informed Dr. Trone that only $339 million 
of the German $615 million and $94 million from other countries 
would be forthcoming. 3 Dr. Trone rewrote the plan accordingly. 

Dr. Trone, a development planner with many years’ experience 
in the Soviet Union, Korea, China, and India, was an advocate of a 
market-oriented economy and preferred private and corporate initia¬ 
tive to government regulation. He and Hillel Dan worked closely in 
preparing the details. Both agreed that the government should plan 
the development of Israel's transportation, electricity, irrigation, 
water resources, and part of its natural resources. 4 They differed, 
however, on some important matters. Trone suggested that the en¬ 
tire Shilumim amount be spent on infrastructure, whereas Dan 
preferred to develop the heavy and basic industries; Trone also felt 
that the responsibility for developing the steel, copper, kaolin, and 
potash industries should be left to private enterprise, whereas Dan 
wanted the government to do the job because he felt that Israel could 
not afford to wait upon private initiative. Eventually the two clashed 
bitterly, and Dr, Trone left Israel in anger. 5 But despite their dis¬ 
agreements, both Trone and Dan believed that under no circum¬ 
stances should the Shilumim funds be used “to cover immediate 
pressing needs.” 8 

Trone pleaded for the establishment of a Ministerial Committee 
on German Payments to insure that industrial development was not 
jeopardized by shortsightedness. He saw the prevailing economic 
situation in Israel as characterized by “lack of coordination, multi¬ 
plicity of planning organs, shortage of raw materials and of spare 
parts, lack of managerial and administrative skills, etc.” 7 

Dr. Trone proposed (1) the dissolution of all independent plan¬ 
ning organizations in the various ministries; (2) the creation of a 
small planning body of economists and technicians, selected only 
for their experience, ability, and knowledge; and (3) an integrated 
development plan to be worked out by this body in collaboration 
with the Cabinet. 8 He declared that competence in execution and 
the power to act were indispensable for getting results. Trone in¬ 
dicated that qualified men were available but were often found in 
the wrong chairs. 10 To him, planning the future of Israel’s industrial 
development meant only one thing: “replacement of industrial chaos 
by industrial order,” 10 

Since spending several hundred million dollars on German goods 
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and capital equipment within a relatively short time was likely to 
require a substantial administrative effort, he urged the creation of 
“one single authority where all dealings connected with German Pay¬ 
ments will be concentrated.” 11 This authority would prepare all 
lists of requirements, including specifications for machinery and 
equipment. He recommended that one technical and economic office, 
located in Israel, should write specifications for all goods to be or¬ 
dered, while another office, located in West Germany, should be in 
charge of placing bids and orders. The two offices should maintain 
close liaison. 

When Dr. Trone’s report was submitted, the Government had 
not prepared “a basic overall program for the use of Reparation 
funds.” 13 But the prevailing attitudes were not conducive to such 
planning; hardly anyone believed that the West German government 
would actually make the promised deliveries. Many argued that even 
if the Bonn government honored its commitment, Israel should not 
accept German-paid oil and goods. 

What Is Infrastructure? 

Development projects like Dr. Trone s are what economists call 
investments in infrastructure. Sometimes called social overhead capi¬ 
tal, infrastructure is “generally divided into economic investment 
which is needed to enable other production for the market to take 
place, and purely social capital, which improves well-being di¬ 
rectly.” 13 Economic investment comprises the transportation net¬ 
work, irrigation facilities, communications systems, the gas and elec¬ 
tricity generating and transmitting network, ports, government build¬ 
ings, police and fire protection, and sewers; this aggregate is known 
as the material or physical infrastructure. 14 The purely social over¬ 
head capital “includes the plant and equipment required for shelter, 
education, and public health.” 15 The availability of material infra¬ 
structure facilitates directly and indirectly the structural transforma¬ 
tion of a country, for it serves as a foundation upon which primary, 
secondary, and tertiary industries can be mounted. By itself it oes 
not produce any consumer goods, but without it directly pro uctive 

activities” would hardly be possible. 18 

A vital part of the stock of material infrastructure is human capi¬ 
tal, or human infrastructure. 1 ' The general level of education, 
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specialization, and skills, the degree of motivation, organizational 
and business talent, and the quality of values are a few of its salient 
components which, in the final analysis, constitute the develop, 
mental potential of a country. 13 Recent work has confirmed the cru¬ 
cial importance of nonmaterial investment in economic develop¬ 
ment. 10 In the case of the United States, for instance, "the largest 
fraction of the rate of growth of income should be attributed to edu¬ 
cation and the growth of knowledge and know-how. . . 20 Educa¬ 

tional expenditures contribute to productivity by raising the quality 
of human capital, and it is only fan to note that without elimination 
of the "master bottleneck," the shortage of competent teachers in 
secondary education, economic growth is practically impossible. 21 
* Still another integral part of the social overhead capital is the 
institutional infrastructure, 22 which consists of the legal framework- 
mores, habits, property rights, contracts, inheritance laws, law en¬ 
forcement, and status. If, for example, the prevailing modes of be¬ 
havior of individuals, groups, and institutions, as influenced by eth¬ 
nic, religious, linguistic, and other cultural traits, result in discrimi¬ 
nation against individuals or groups, then the institutional infrastruc¬ 
ture does not integrate properly, which is to say that it does not 
provide equal treatment for all and thus impedes the structural 
transformation needed for economic growth. Such institutional 
shackles perpetuate backwardness. 23 This infrastructure, sometimes 
called the social infrastructure, is by no means a well-defined concept, 
because the boundaries between human infrastructure and institu¬ 
tional infrastructure are by no means clear. 24 

A brief survey of the literature indicates the significance of infra¬ 
structure, especially materia infrastructure, for economic develop¬ 
ment. For instance, W. W. Rostow asserts that without infrastructure 
(he calls it social capital), consisting of transportation, communica¬ 
tions, energy-producing facilities, and an innovation-minded society, 
there would be no economic take-off into steady growth. 20 Another 
writer stresses that without infrastructure a country cannot over¬ 
come the economic dualism of backwardness. Investment in infra¬ 
structure, however, makes it possible both to raise output and to 
bring about social and institutional transformation. 20 The late J- 
Stohler argued that properly planned infrastructure investments as¬ 
sure society of “the technically greatest increase in well-being. 
Since these investments do not pay for themselves, the government 
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must finance them. Private return on such investment is low, but 
social gains are high. It is impossible to say exactly how much infra¬ 
structure is needed to make a country viable in these terms, but the 
amount is large. 

From the very beginning of the colonization of the Holy Land, 
Jewish settlers either by intuition or design stressed development of 
the infrastructure. 28 Early Zionists hoped by so doing they would be 
able to transform the neglected province of the Turkish Empire into 
“an outpost of Western civilization.” 20 This outpost, so they hoped, 
would eventually become an independent Jewish state. Therefore, 
Jewish immigrants built roads, set up agricultural settlements, estab¬ 
lished schools, reclaimed land, and drained the malaria-infested 
swamps. The Jewish idea “of agricultural settlement as national 
overhead investment was foreign to the point of view of many of the 

mandatory government economists.” 30 

To improve and preserve human infrastructure, the early settlers 
developed proper disposal of sewage. Traditionally, both human and 
animal waste flowed through village ditches, and trachoma, a con¬ 
tagious inflammation of the eye closely related to the absence of 
hygienic surroundings, was pandemic. The pioneers also tried to 
utilize the waters of the Sea of Galilee and the Jordan River for ir¬ 
rigation. Since life itself depended on the availability of water, ir¬ 
rigation became a major concern of Jewish settlers and Zionist 

planners. 81 

By the time Israel emerged as an independent state, it already had 
many of the characteristics of a European country. For more than 
fifty years Zionist-inspired settlers had been laying foundations for 
the hoped-for Jewish state. Most of this activity was directed toward 
building infrastructure. Physical infrastructure was slowly created by 
constructing roads, irrigation ditches, and canals; human in struc 
tUTe was partly shaped and molded by the inculcation in the sett e 
of the virtues of manual labor and of the aspiration to e ' 

and soldiers. 52 Many o£ the olim of the aliyas came from mi e- 
class backgrounds and were well-educated youngsters. The institu¬ 
tional infrastructure, in turn, was a by-product of the utopian so¬ 
cialism and the collective action of many Jewish organizations 
abroad and in Palestine. The Jews had their own defense forces, 
administration, medical services, religious msututions. welfer ^ 
ganizations, the Histadrut, and financial intermediates which poure 
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funds into the colonization of Palestine. Incidentally, in the 1930s a 
large-scale influx of well-to-do German immigrants brought to 
Palestine not only money but many skills. 53 From 1933 to 1939 the 
almost 9 million pounds sterling (more than §40 mi lion) transferred 
from the Third Reich by the Havarah Company helped to accelerate 
the build-up of the infrastructure for all the Yishuv living in Pales¬ 
tine at that time. 34 

After the departure of the British administration in 1948, Israel 
could take over the existing physical infrastructure because the new 
country had skilled manpower and engineers to operate the irriga¬ 
tion systems and to keep the communications lines open. Moreover, 
the human infrastructure, consisting of the skills, general education, 
specialization, and rational and technological attitudes of the people, 
did not crumble with the departure of the British administrators. 
The Jews could fill all the posts left vacant; in fact, one miter ob¬ 
serves that at the time of its establishment Israel was endowed with 
an "exceptional quality of human resources." 36 He goes on to say 
that "in 1948 the educational level of the Jewish population in 
Israel was close to the highest in the world." 30 Similarly, the institu¬ 
tional infrastructure remained virtually intact, so that the govern¬ 
ment of Israel, although plagued by many problems, could proceed 
to absorb immigrants, fight a war, and launch the industrialization 
of the country. 

Hillel Dan at the Helm of the Shilumim Corporation 

Once the Shilumim Agreement was ratified in March 1953, Hillel 
Dan was asked by Levi Eshkol, then finance minister, to head the 
Shilumim project. Dan agreed to take the job, provided the funds 
would be used exclusively for economic development and not for 
current consumption. He also explicitly requested that other min¬ 
istries, foreign or domestic economic experts, and politicians not be 
permitted to interfere with the activities of the Shilumim Corpora¬ 
tion. 87 

Dan, a highly successful pioneer businessman, was aware that 
experts knew the facts and had a remarkable propensity to argue and 
weigh all the pros and cons. What he questioned, and he made no 
bones about it, was the ability of the experts to apply their knowledge 
properly to Israel. Because the young country’s case was unique, he 
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felt that the pioneers’ experience and intuition would be a better 
auide to spending Shilumim funds than the momentary considera¬ 
tions of the politician or the moot deliberations of the intellectuals. 
Dan’s reservations and conditions were not acceptable to Pinhas 
Sapir, then general director of the Finance Ministry, who felt that 
the government should have the final say. 

The impasse was resolved only after a conference at Ben-Gurion’s 
home, where Pinhas La von pleaded Dan’s cause, and Moshe Share tt, 
unable to stay until the end of the conference, left Dan a note saying, 
“Take the job. It is important; you are the man who can make some¬ 
thing out of it.” 98 

Dan accepted and became the first director of the Shilumim or 
Reparations Company, whose purpose was to establish a Develop¬ 
ment Corporation to create new chemical industries, expand the 
electrical generating capacity, develop mining and water resources, 
modernize roads, railways, and ports, and build up the merchant 
marine. To synchronize these manifold activities, the boards of di¬ 
rectors of the Shilumim and Development corporations were to be 
identical. The Development Corporation was to be under the super¬ 
vision of the Council of Ministers and headed jointly by Dan and 

Sapir. 39 

The Shilumim Corporation in Action 

The prevailing taboos tended to denigrate everything related to 
the Shilumim Agreement. Most Israelis and most Jews in the 
Diaspora doubted the sincerity of the West German government to 
make good on the Luxemburg promise. The survivors of the Ger 
man concentration camps eyed Bonn with hostility, suspicion, an 
mistrust. It was fashionable to argue that since the wicked Germans 
had not paid reparations in the 1920s, why should they become so 
"Christian" all of a sudden? “Just wait, the argument went, an 
they will find a way to renege." The public-opinion makers through¬ 
out the Western wor d echoed and popularized these views, espit 
the gloomy outlook, Dr. Shinnar, Dan, Dr. Goldmann, an a ev 
Israeli officials with close contacts in Bonn remained undaunte ^. 
Their good common sense told them that Bonn was rea y an 

ing to discharge fully the Luxemburg Treaty. 40 

As agitation against Shilumim continued and the press 
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quent broadsides, Dan found that running the Shilumim Corpora¬ 
tion, located in Tel Aviv, was a hazardous exercise. To put it mildly, 
the public disregarded it and the government gave it little encour¬ 
agement, save for Finance Minister Levi Eshkol, who saw it as a 
source 0 f long-term economic growth and possible political dividends 
as well. In the beginning, however, Dan had to pay the salaries of 
Shilumim Corporation employees, including his own, from the treas¬ 
ury of Solel Boneh, the construction arm of Histadrut. He also 
tapped Solel Boneh funds to pay for the corporation’s first building. 41 

The organizational structure of the Shilumim Corporation was 
shaped by trial and error. Initially it had four departments, dealing 
with purchasing, finance and accounting, coordination, and technical 
matters. 42 Nominally, all purchases had to be approved by a subcom¬ 
mittee consisting of D. Horowitz, P. Sapir, S. Lipschitz, M. Z. Su- 
sayeff, H. Dan, and G. Josephthal. 43 However, the decision on what 
to buy, for the time being, was vested with the corporation. 44 The 
over-all philosophy for placing orders in Cologne was "Don’t buy 
anything in West Germany you can produce in Israel.” 

By mid-1953, no plan had "yet been approved to ensure that the 
promises will be carried out,” that is, one . . using German 
reparations for the development of the country.” 45 Six months after 
the ratification of the Shilumim Agreement, The Israel Economist 
wrote that . . up to now purchases have been dictated more by 
the immediate needs of the economy rather than by the require¬ 
ments of an over-all development plan.” 40 Dr. S. Moses, the ven¬ 
erated first comptroller of the State of Israel, also wrote that at the 
end of 1953 ", , . the shortage of foreign currency may frequently 
compel the Government to draw on Reparation funds for covering 
current needs of particular urgency, but it is nevertheless necessary 
to make sure that the largest possible proportion of the Reparations 
are applied to the consolidation of Israel’s economy.” 47 During 1953 
and 1954, raw materials and agricultural products worth DM 30 
million were imported through the auspices of Shilumim. 40 

From the very outset, cooperation between Hillel Dan and the 
various government agencies, in particular with the Foreign Cur¬ 
rency Division of the Finance Ministry, was fraught with difficul¬ 
ties. 40 Dan complained publicly **. . . nobody listens to me. . . ■ 
The Shilumim Corporation was at loggerheads with the ministerial 
subcommittee that was supposed to approve the corporation s or- 
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ders. 61 A half year later, The Jerusalem Post observed that "A cloak- 
and-dagger atmosphere reigns in its [Shilumim's] offices,” 62 Dan 
wanted to make large-scale purchases or preorder goods and equip¬ 
ment as quickly as possible, but in 1953 the officials in the Foreign 
Currency Division took their time and scrutinized every application 
for foreign exchange allocation. The two agencies clashed sharply 

and often. 

Dan was not satisfied with the slow pace and speeded up the buy¬ 
ing program to take full advantage of the available Deutsche Marks. 
He simply placed orders in West Germany in amounts that exceeded 
the corporation’s foreign exchange quota by "more than 40 per 
cent.” 83 Dan had seized the initiative, and the participation of the 
Foreign Currency Division was reduced "to formal approval of im¬ 
port licenses ex post facto.” 84 

Dan’s philosophy on the use of the available funds was simple: 
"Don’t eat them upl Develop Israel’s infrastructure-end a few heavy 
industries!” He aimed at bringing Israel closer to economic inde¬ 
pendence. He knew that Shilumim funds presented a unique op¬ 
portunity for the young country to lay a solid foundation upon which 
to erect primary, secondary, and tertiary industries. Also, the pre¬ 
vailing eleemosynary nature of Israel carried with it a measure of 

political dependence, and he wanted to change it. 85 

Nevertheless, Dan’s hands were tied, not only in Israel but also 
in West Germany, because the Shilumim funds were available not 
in foreign exchange but in German goods, subdivided into^ many 
precise categories. He could order, year by year, only a certain per 
centage of a particular category of goods; he also had to take certain 
commodities which he really did not want. In 1953 and 1954, West 
German officials adhered strictly to the prescribed commodity sc e 
ules. 

Dr. Trone’s plan was never approved by the government, and at 
first Dan ordered ships, investment goods, raw materials, an o 
stuffs on an ad hoc basis. By November 1, 1954, fully 25 per cent o t e 
entire Shilumim amount due had been spent. 80 However, Dan s go ^ 
was to channel most of the funds into economic development proj¬ 
ects, that is, into infrastructure. His counterpart in West Germany, 
Dr. Shinnar, head of the purchasing mission in Cologne, was in agree¬ 
ment with that course of action. 57 , , , 

tn 1953, a special economic advisory staff was created, hea e y 
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the American economists Oscar Gass and Bernard Bell, for the ju¬ 
dicious utilization of available funds. 56 Gass drew up a realistic im- 
port plan for 1954 with a total outlay of $250 million a year, and he 
urged t h e government to channel more funds into industrial and 
basic development. 50 Gass’s committee also rewrote the original 
Trone plan. 80 However, and this is quite interesting, Shilumim funds 
were not included in Israel’s foreign currency budget. 81 

In June 1953, Dan submitted his own four-year plan, quite similar 
to Dr. Trone’s of mid-1952. It called for an outlay of $283 million in 
foreign exchange and I£ 245 million in domestic currency. 02 $138 
million would be used for capital equipment, heavy machinery, and 
ships, and $59>million for items from all other groups prescribed by 
the Shilumim Agreement. 03 Dan’s main concern was what he called 
basic development. He wanted to increase rapidly and substantially 
the country’s electrical generating capacity, to modernize and de¬ 
velop Israel’s railroads, to expand the ports of Haifa and Jaffa, to in¬ 
crease the irrigated area, and to accelerate the exploitation of the 
minerals of the Negev desert. 04 

Dan's plan was by no means accepted quickly or endorsed en¬ 
thusiastically by his colleagues. According to Dan, Sapir opposed 
everything he proposed. Sapir was dead set against the acquisition of 
ships. (Incidentally, Dr, Trone had not recommended the purchase 
of ships from West Germany, except for two tankers of 15,000 tons 
each needed for security. 05 ) Horowitz, now governor of the Bank of 
Israel, and Josephthal, head of the Absorption Department of the 
Jewish Agency, also opposed ordering ships. A widespread press cam¬ 
paign was launched against Dan's merchant marine building plan; he 
was supported only by the Defense Ministry. 00 Despite such massive 
resistance, Dan’s plan was given grudging approval. 

To overcome the widespread suspicion that the Bonn government 
would not honor its DM 3.45 billion pledge, Dan proceeded to order 
goods and capital equipment in such a way as to make West German 
industry a “co-interested party of the Shilumim Agreement.’ 07 He 
wanted to accomplish this by preordering as much in the way of 
capital goods as possible and by compelling German producers to 
coordinate their production schedules with Israel’s long-term oiders. 
Even though the Shilumim Agreement did not provide explicitly for 
credit, Dan and Dr. Shinnar had already explored that possibility io 
1953 and obtained almost all they asked for. One of the reasons, 
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among others, Dan decided to order twelve ships and a floating dock 
was precisely to tie the hands of the German government. 

Dan flew to Cologne often, supervising closely the activities of the 
purchasing mission, as did the state comptroller, to prevent corrup¬ 
tion and “undue influence.” At the end of 1953, Dr. Moses reported 
that Dr. Shinnar “represents the Mission before the German institu¬ 
tions with dignity and success. As a result of these positive factors, 
the first stage of operations may be regarded as a gratifying achieve¬ 
ment.” 06 Dan put the Shilumim Corporation into the take-off stage 
despite numerous obstacles. By the end of 1955, Shilumim funds had 
undeniably become an important fact of the country's economic life. 
In 1953, for instance, Shilumim imports accounted for 11.2 per cent 
of all imports; in 1954 they came to 23 per cent; and in 1955, 22.1 
per cent. 09 

Despite his success, political developments eventually brought 
Dan’s chairmanship of the Shilumim Corporation to an end. He had 
remained at the helm of Sole! Boneh, used its funds to pay Shilumim 
Corporation expenses, and brought with him a number of Sole! 
Boneh officials. When even the most stubborn sceptics of the “blood 
money reparations” stripe realized that Bonn was paying punctually 
and honorably, a clamor reverberated throughout the country. 

Dan’s deprecators claimed that he exploited the Shilumim Corpo¬ 
ration to build up the industrial empire of Solel Boneh. The slogan, 
“Dan gives too much to Solel Boneh, was already on many lips 
the fall of 1954. According to Dan’s autobiography, his political 
opponents were all out to “get him.” i0 As one of the foremost of 
Israel’s self-made industrial captains, a man who had built up o e 
Boneh from nothing, he had his detractors in all walks of public 1 e. 
He ran Solel Boneh with an iron hand and used his economic power 
and administrative skill the way he deemed best. His economic 
philosophy was “What is good for Solel Boneh is equally good for 
Israel.” He believed that the new country needed all the materia 
infrastructure and heavy industries it could get, and the quicker t e 
better. 71 

As the political pressure mounted, Prime Minister Mos e tare 
gave Dan an ultimatum: “Leave the Board of Governors 0 # ° 

Boneh or leave the Shilumim Corporation. 73 He was o icia y 
accused of having misused his position as director of the Shilumim 
Corporation to discriminate against the various Hista rut 












29g West German Reparations to Israel 

interests to the advantage of Sol el Boneh. 75 Dan denied these charges 
and went back to Sol el Boneh. Sapir became his successor. During 
Dan's tenure goods and equipment worth almost DM1 billion had 
been ordered, and he was absolutely convinced Bonn would dis¬ 
charge its commitment in full. His departure ended the extreme cen¬ 
tralization of the Shilumim expenditures. 

With Sapir running things, the role of the various government 
agencies in determining orders increased, while that of the Shilumim 
Corporation declined. 74 From 1955 on, the ministerial subcommittee, 
headed by D. Horowitz, took over. The new criteria were: (1) to in¬ 
crease Israel’s production; (2) to diversify industry and reduce 
imports; (3) to develop new industries, such as steel production and 
mining; and (4) to receive in the shortest possible time al of the 
Shilumim funds. 75 Once the ministerial subcommittee decided how 
much to allocate-for each of these purposes, the Shilumim Corpora¬ 
tion asked the respective recipients to prepare a justification for their 
requests. The following information was required: (1) What would 
this investment project contribute to the G.N.P.? (2) What would 
be the contribution to employment and balance of payments? (3) 
How much hard currency would this purchase from Germany save? 
In addition, the industrial users were asked to submit their balance 
sheets, income statements, etc. The Technical Department then 
determined whether the requested equipment would really do the 
job. The Israelis were very much aware that the purchase of indus¬ 
trial equipment required elaborate specifications. Technical changes 
and new designs necessitated continuous changes in specifications. 
Without such scrutiny Israel would have lost much valuable DM 
currency. If the project was approved, the buyer was asked for the 
name of a West German producer he would like to deal with, He was 
requested to submit more than one bid to avoid possible kickbacks. 
For large and complicated projects, the buyer was requested to send 
a specialist to the producer to check the suitability of the equip¬ 
ment. 70 

For these reasons, the Technical Department standardized pur 
chases as much as possible. To improve matters further, the Techni¬ 
cal Department manager was appointed to the planning committee 
of the Ministry of Commerce, which was responsible for the prepara 
tion of lists of industrial projects. 77 Using these lists, the Ministry of 
Commerce prepared the estimates of total requirements and sent 
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them to the Shilumim Corporation, which in turn prepared a list of 
goods and equipment to be ordered. The Ministry of Commerce 
insisted on centralized purchases because of better discounts and 
lower transportation costs and insurance rates, as well as to avoid 
possible corruption. 

When Shilumim goods arrived in Israel, buyers paid for them in 
local currency. The exchange Tate was set by the ministerial eco¬ 
nomic committee at $1 or DM 4.2 to l£ 1.800. 79 Sales proceeds ac¬ 
crued to the Treasury which channeled them into the development 
budget, 70 The exchange rate was realistic, unlike the rate of $2.80 to 
the Israeli pound which prevailed from 1949 to 1951, and made 
foreign-made goods a virtual gift to Israeli importers. In 1953, 
roughly 1£ 62 million were needed to pay for Shilumim imports. 60 
However, because of the tight money policy, shipping, railways, min¬ 
ing, and export industries were hard put to find the local currency 
to pay for them. Shilumim goods could have been sold on credit. But 
in that case the development budget would lose operating funds and 
the government would have to cut its operations drastically. Other¬ 
wise, resort to the printing press was inevitable. Or the banking 
system could lower the liquidity ratio and provide the necessary 
credits. Eventually monetary stringency eased and the necessary local 
currency was provided. Thus in 1953—1954 German counterpart 
funds financed 30 per cent of the expenditure for the development 
budget; 81 in 1958-1959, 18 per cent was so financed, and in 1960- 
1961, 16 per cent. 82 From 1953 through 1964, Shilumim counterpart 
funds accounted for 9.7 per cent of Israel's gross investments. 83 

Purchasing Mission in Cologne 

Once the approved lists were transmitted to Dr. Shinnars office, 
the purchasing mission asked for bids from German producers. These 
were usually followed up by negotiations designed to cut the prices 
of the components. As a rule, Israeli customers decided what to buy 
and where. Since Shilumim purchases were exports from the stand¬ 
point of German law, producers were asked to deduct the 7 per cent 
export premium from the agreed-upon price, 8 The mission a so 
received a three-year guarantee instead of the usual one-yeaT guar 
antee. For most installment purchases it managed to obtain a reduc¬ 
tion in the down payment of from 30 per cent to 10 per cent. 
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told an estimated $5 million was obtained in discounts during the 
implementation of the Shilumim Agreement. 

The staff of the purchasing mission—an excellent team—worked 
slowly, carefully, and efficiently; 86 it did not rush things through, 
and its slow response was the only major criticism Israeli buyers 
made against it. For five years, the purchasing mission, to conserve 
funds, used no purchasing agents, only service agents. Dr. Shinnar 
felt that the use of service agents would be indispensable for the 
proper installation and running-in of the German-made equipment. 89 

In 1955, the Israeli government invited German experts and crafts¬ 
men to install the German-delivered equipment. 87 Such a step, which 
was extremely daring because of the strong anti-German sentiment in 
Israel, was of the utmost importance. Without proper technical skills 
and knowledge of the machinery-operating procedures, and lacking 
experience, the Israelis might have ruined many a machine at the 
very start. That is precisely what had happened in Indonesia and the 
Philippines, where the governments refused to admit Japanese en¬ 
gineers with the result that a great deal of the Japanese-delivered 
equipment was ruined by incompetent usage. Even though the very 
word “Germany’' was still charged with emotion, Israel decided to 
use West German industrial experts to install and initially supervise 
the equipment until Israeli technicians had familiarized themselves 

with it. 

Only in 1958 did the Knesset’s monetary committee permit the 
employment of purchasing agents as well. 88 In addition to placing 
orders, the purchasing mission of Cologne arranged transportation, 
insurance, and other necessary services. According to the Luxemburg 
agreement, the goods were to be transported half in Israeli and a 
in German bottoms. As a recognized large buyer, the Shilumim 
Corporation was entitled to a 10 per cent discount from the Maritime 
Conference, which governs transportation rates for all large buyers, 
yet it got 15 per cent from the very outset. In addition, German an 
Israeli shipping companies gave the Shilumim Corporation an un 
official special 2% per cent discount. 80 These were remarkable cost 
saving devices. ,, 

What has been frequently overlooked, however, was the 
qualitative improvement of Israel’s infrastructure made possible 
the Shilumim Agreement. For instance, Haifa, Israel s only deep^ 
water port at that time, had been classified Number 4, the lowes 
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possible, by the Maritime Conference. In shipping circles Haifa had 
a bad reputation that caused high insurance premiums for all cargoes 
bound there. During the years of mass immigration such “an alarm¬ 
ing amount of pilferage and damage due to careless operation oc¬ 
curred," that the shipping firms took countermeasures. 00 After condi¬ 
tions improved, the Maritime Conference upgraded Haifa to Num¬ 
ber 3, which meant lower shipping Tates. For the purpose of trans¬ 
porting Shilumim-financed goods from West Germany, the Shilumim 
Corporation negotiated a special agreement with the Maritime Con¬ 
ference enabling the purchasing mission to ship goods as if they were 
bound to a port in the Number 2 category; such reclassification 
meant savings of $1.20 per ton shipped. The total estimated savings 
on transportation fees came to more than I£ 5 million. 01 Had decen¬ 
tralized shipping been practiced, transportation expenses would have 
been roughly 20 per cent higher. Another cost-saving device was 
insurance. The necessary coverage on goods was handled* by a pool of 
German and Israeli insurance companies, 70 per cent German and 
30 per cent Israeli, By such practices, an estimated saving of 20 per 

cent on insurance premiums was achieved. 

From 1953 to 1955, the Germans insisted that the Israelis order 
goods from all specified categories in the amount of yearly allocations, 
with no exceptions. 02 In 1955, however, in the Fifth Protocol, signed 
on February 22, Dr. Shinnar submitted to the Mixed Commission a 
request for eleven industrial projects and asked for permission to 
place advance orders totaling DM 280 million. Thus, after two years 
of experimentation the Shilumim funds were integrated into t e 
over-all planning of Israel’s economic development. Despite t is 
eventual integration, the utilization of Shilumim funds was sti 
hampered, according to an official Israeli study, by lack of entrepre 
neurs in Israel, lack of projects, and the fear of the Israe^ 1 
community of losing commercial ties with friendly countries, 
was actually bought and why will be analyzed in the next c ap er. 











Shilumim Deliveries: 

Breaking the Bottlenecks 

In the early 1950s Israel’s economic structure was blemished by 
bottlenecks, shortage of foreign exchange, and poor coordination of 
demand and supply. But each year, Shilumim provided a small but 
certain amount of foreign-made goods and supplies. With this cer¬ 
tainty in hand, Israeli economic planners could make small but 
strategically significant investments, otherwise not feasible, which 
frequently resulted in spectacular increases in the productive capac¬ 
ities of various industries. 


Ships 

From its inception the State of Israel has been surrounded by 
hostile countries bent on its destruction. Its only friendly frontier is 
that of the Mediterranean Sea, which provides the major avenue for 
keeping trade lines open. Thus from the conventional, nonnuclear 
strategic point of view an adequate merchant marine is vital to Israel, 

both militarily and economically. 

In May 1948, Israel’s sea power was extremely weak and vulner^ 
able, consisting of only four ships with 6,000 gross registered tons. 
A year later, only 4 per cent of its total sea-borne trade was carrie 
in Israeli bottoms. Although the government subsidized the growt 

o O 4 * rt a 

of the merchant marine, the cost of expanding and operating it 
staggering for several reasons: prohibitive construction prices, nig ^ 
operating costs, a very high pay scale for native seamen, shortage 
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qualified personnel, lack of profitable two-way traffic due to the small 
volume of export trade, and inaccessibility of the neighboring Arab 
ports. In 1952 the Israeli merchant marine still employed more than 
two hundred foreign sailors; it was not until 1956 that Israelis 
manned all their ships. 

Thus it is not surprising that one-quarter of all Shilumim funds 
spent on goods and services went for West German ships valued at 
more than DM 585 million. 2 In all, 59 vessels were acquired with a 
total of 450,000 gross registered tons (GRT). Of these, 41 were 
freighters, 4 were tankers, 8 were fishing vessels, 2 were customs 
cruisers, and 4 were passenger ships—2 for service in the Mediter¬ 
ranean, and 2 for the American trade. The GRT of the individual 
vessels is shown in the Table on page 232. 

It was Hillel Dan who, while at the helm of Shilumim, pushed 
hard for rapid expansion of Israel’s merchant fleet. He was strongly 
supported by the military and the ZIM Navigation Company. Policy¬ 
makers in the shipping company, many of them former Mossad 
officials, justified the acquisition of as many ships as possible on the 
grounds of national security. They felt that Israel needed ships in the 
event of a recurrence of the conditions that had brought thousands 
of illegal im m igrants to Palestine in Mossad ships. Furthermore, 
because Israel was a melting pot for Jews, largely artisans and mer¬ 
chants from some seventy countries, out of whom it was striving to 
forge a normal nation, they felt that normalization would not be 
complete without Jewish sailors as well. The prospect of Israeli ships, 
the Star of David ensign proudly amast, on the high seas and in the 
busy ports of the world, was exhilarating, and clearly played a role 

in the ship-buying program. . . 

Also, ships were valuable objects possessing international liqui lty, 
and could easily be sold if it turned out that Israel did not need 
them after all. Furthermore, ordering them was one way to get the 
Germans to pay. Since the ZIM Company wanted ships and the 
Histadrut owned 50 per cent of ZIM, Dan probably was kindly dis- 
posed toward their request. Another consideration was zt sup 
could earn money, including foreign currency, from the moment 
they were delivered, 4 whereas other equipment ordered from Ger¬ 
many required buildings, roads, and other preparations W_c s 
times cost more than double the specific investment. e ^ P 
existed, too, of tapping a laTger share of the citrus-carrying tra e. 
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Vessels Acquired Through Shilumim Funds 


Passenger Skips 

GRT 

1. S.S. Israel 

7,000 

2. S.S. Zion 

7,000 

3. S.S, Theodor Herzl 

9,000 

4. S.S. Jerusalem 

8,800 

Tankers 

1. M.T. Topaz 

24,000 

2. M.T. Har Sinai 

22,000 

3. M.T. Fabio 

19,200 

4. S.T. Haifa 

18,500 

Freighters ' r 

1. M.S. En Gedi 

22,000 

2. M.S. Timna 

22,000 

3. M.S. Massada 

22,000 

4. M.S, Elat 

22,000 

5. M.S. Har Kanaan 

14,750 

6. M.S. Har Tabor 

14,750 

7. M.S. Har Carmel 

14,750 

8. M.S. Har Gilboa 

14,750 

9. M.S. Ampal 

14,500 

10. M.S. Negba 

14,500 

11. M.S. Deganya 

10,300 

12. M.S. Beer Sheva 

10,300 

13. M.S. Gedera 

10,300 

14. M.S. Tveriah 

10,300 

15. M.S. Dagan 

7,000 

16. M.S. Tapuz 

7,000 

17. M.S. Alan 

7,185 

18. M.S, Eshel 

7,185 

19. M.S. Shikma 

7,185 

20. M.S. Shomron 

6,960 

21. M.S. Netanya 

5,600 

22. M.S, Naharia 

5,600 

23. M.S. Yehuda 

5,012 


Freighters (cont.) 

GRT 

24. M.S. Galila 

4,345 

25. M.S. Kedma 

4,345 

26. M.S. Yarder 

4,400 

27. M.S. Kineret 

4,400 

28. M.S. Amal 

4,200 

29. M.S. Atid 

4,200 

30. M.S. Akko 

2,400 

31. M.S. Kesarya 

2,400 

32. M.S. Ashdod 

2,400 

33. M.S. Pal Yam 

1,500 

34. M.S. Palmah 

1,500 

35. M.S. Ashkelon 

876 

36. M.S. Atlit 

876 

37- M.S. Lakhish 

750 

38. M.S. Tsefat 

750 

39. M.S. Galgas 

700 

40. M.S. Har Ramon 

240,000 cbf 

41. M.S. Har Gilad 

240,000 cbf 

Fishing Vessels 


1. Doar 


2. Ophir 


3. Carmel 


4. Saar 


5. Neve Yam 


6. Dror 


7. Lamer chaw 


8. Nitzan 


Customs Cruisers 


I, Yarkon-Echad 


2. Yarden 


Floating Dock 

7,500 tons 
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that time, Israel’s ships carried only 20 per cent of the citrus crop. 
At the same time, world trade was expanding, 0 expected to double 
in 20 years, and Israeli shipping circles felt that the country should 
share in those profits. 7 

In the final analysis, however, national security was Dan’s main 
reason for ordering a large number of ships; he wanted to be sure 
that Israel could always maintain its sea-borne traffic. 9 No doubt he 
spoke the minds of most Israelis who feared the unreliability of the 
gentile world and felt that extra ships would provide extra safeguards 
for the young country. Those who objected strongly to the acquisi¬ 
tion of ships cited the possibility of future losses. However, accord¬ 
ing to Dr. N. Wydra, general manager of ZIM, his company was 
“ripe for expansion and we knew what we wanted.” ® Since national 
interests were at stake, ships were bought. 

In contrast to the way all other Israeli purchases were made in 
West Germany, the ZIM Company ordered the vessels directly from 
the shipyards. Apparently, ZIM officials did not like to work with 
Dr. Shinnar’s purchasing mission; they also wanted luxuries and in¬ 
sisted on very high quality. (Incidentally, it was State Comptroller 
Moses who advised the Shilumim Corporation that ZIM should be 
allowed to acquire what they stipulated, provided the Ministry of 

Transportation approved. 10 ) 

The ships were ordered in four stages: in 1953, only 3 cargo ships 
were ordered for delivery in 1954 and 1955; 11 in 1954, 9 vessels were 
ordered, to enter service from 1955 to 195/; in 1955—1956, 6 ships 
were ordered; and in 1956, a total of 19 vessels, 17 merchantmen and 
2 tankers were ordered, to be delivered from 1958 to 1961. T us 
ZIM ordered and took possession of 37 different vessels from t ie 
German shipyards. 12 For each ship, three contracts were signed: (1) 
between the Israel purchasing mission and the shipyard, (2) etween 
the Shilumim Corporation and the ZIM Company, and (3) between 
the ZIM Company and the government of Israel. _ 

This extensive ship-buying program in which Israel acquire ^ 
vessels was designed both to renovate and expand Israe s meTC 
fleet . 13 Renovation aimed at replacing old, slow, and expensive vesse s 
by new ships specially built for Israels maritime nee's. is s _ 
was completed in 1956“ In 1953, when the first Shilumim p 
were ordered, the average age of the Israel merchant eet was 
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years; by the end of the renovation stage, it had been reduced to 15 

years . 15 ... 

The expansion stage was marked by the acquisition of a number 

of tankers and freighters and by a sale of a number of old cargo ships. 
By the end of the program, Israel had acquired 450,000 gross tons 
built in thirteen West German shipyards. In the process, the average 
age of Israel’s fleet was reduced from 15 years in 1956 to 11 in 1957; 10 
it became, in fact, one of the most modern fleets in the world. This 
transformation became even more evident by the end of 1960, when 
only 7.7 per cent of the dry cargo fleet was over 10 years old, com¬ 
pared with 41.2 per cent in 1956. 17 Only 3 per cent was still over 20 
years old, as against 18 per cent in 1956. As a result, the weighted 
average age of the entire dry cargo fleet was “only 4.4 years at the 
end of 1960.” 18 By the end-* of 1964, the total gross registered tonnage 
of Israel’s merchant fleet was 968,119 tons, and the fleet s average age 

was 5.4 years . 19 . 

Thus Shilumim contributed substantially to the modernization, 

quality, and expansion of Israel’s merchant fleet. The stage was set 
for considerable cost reduction and greater efficiency, provided the 
maritime labor unions stopped asking for “all you can get wages” 
from ZIM. Unfortunately, this was not the case. 

The acquisition of so many ships in less than a decade was not 
achieved without occasional setbacks, however. In 1965, the suite 
comptroller noted that many of the ships were ordered “hastily, 
without sufficient preparation as to technical details. 20 It was not 
unusual, either during construction or shortly after delivery, for 
vessel to require costly change orders or even basic design changes. 
For instance, air conditioning was installed in the liners Theo or 
Herzl and Jerusalem only after the two ships had already plied t e 
high seas. Such oversights in specifications were costly and fo^ce 
crews into long periods of idleness, which, in turn, were reflecte in 
the red ink of ZIM’s income statement. Moreover, the ZIM manage- 
ment was slow to inform the German shipyards about observe 
ficiencies within the agreed-upon period, after which repairs wer 

not performed free of charge. _ . j so 

Israel’s emphasis on speedy implementation of Shilumim a 
turned out to be costly at times. In the early 1950s, German s 
yards were eager for business and their construction prices were 



Thus, when the Israelis ordered 32 ships in October 1956, construc¬ 
tion costs were more than 25 per cent above those of 1952; in fact, 
they were at their peak, so the Israelis paid from 15 to 20 per cent 
more than the vessels would have cost in France or Japan. However, 
this order was the special so-called “ship project,” and nothing much 
could be done about it. But if the Israelis had not been in such a 
hurry they would have been able to take advantage of the lower 
construction costs resulting from the general world-wide shipping 
crisis. In 1958, when the crisis worsened because of the slowdown of 
economic activity in the United States, a large number of ships of all 
flags were idle. Shipping rates also declined, and many Israeli ships 
were laid up . 22 Subsequently, Dr. Shinnar cut the orders by some 
50,000 gross tons but the Israelis still paid through the nose for their 
vessels , 33 and the high prices later affected ZIM's finances negatively. 
Critics charged that the accelerated ship-acquisition program also 
cost dear in terms of credit and interest charges. But the average 
interest paid was 5 per cent , 24 and since it was incurred to accelerate 
this program, the over-all cost was not high at all . 25 

Could Israel have used the available West German funds better 
than for buying 59 vessels and a floating dock? The answer is obvi¬ 
ously yes, if one judges the past by the criteria of the present. How¬ 
ever, to pass historical judgment on these past events requires an 
honest appreciation of the conditions prevailing in Israel during the 
1950s, Unquestionably the Shilumim-financed fleet-renovating and 
fleet-building policy was controversial . 20 The Mossad generation 
never forgot the security importance of water-borne communications, 
and the cost of maintaining national “shipping lines had more than 
a purely commercial significance to the economy of the country. 37 
For this reason, national security took precedence over careful cost 
analysis. Purely commercial considerations and the principle of a 
reasonable return on capital invested were relegated to the back¬ 
ground, at least for a while. That noneconomic considerations won 
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out over economic criteria can be attributed to the principle that, 
in policy making economics, the politician and not the ivory-tower 
purist or the penny-wise economist has the last word. 

Al the end of the Shilumim Agreement Israel had a sizable and 
very modern fleet. 23 The ships were ordered in rapid succession and 
“without due market research, which resulted in some vessels starting 
to lose money as soon as they left the shipyards.” 20 Since renovation 
and expansion of the fleet were the main objectives, Dr. Shinnar did 
not have to concern himself with the future profitability of the ship¬ 
ping companies. His task was simply to take possession as quickly as 
possible of all that was due to Israel. The four Shilumim-financed 
passenger ships, Israel , Zion, Theodor Herzl, and Jerusalem , fared 
particularly poorly and, while plying the high seas under the Israeli 
flag, ran up enormous deficits. By 1970 all of these ships had been 
sold, the soie survivor of the passenger fleet being the S.S. Moledet 
(not a Shilumim acquisition), whose fate is uncertain. 

The reasons for the sad plight of the passenger fleet were many. 
One was that after the mid-1950s “the number of passengers travel¬ 
ling by sea declined relatively to that of air travellers. 30 The average 
annual decline was estimated at 3 per cent on transatlantic runs. 
Since world travel was growing rapidly, requiring more planes and 
ships, air and sea traffic were considered to be complementary. In 
mid-1957, The Israel Economist enumerated all the advantages that 
would accrue to the country by having an efficient passenger fleet. 
However, the amply justified acquisition of liners turned out to be a 
costly affair. In no time at all, they became handsome, elegant, A° at ' 
ing white elephants, costing the Israeli treasury millions in subsidies 
each year. 

Other important reasons for the inefficiency of the Israeli liners 
were the high cost of wages, the work methods, and the demands o 
the Seaman’s Union. 32 Because the job-oriented Seaman s Union 
made it impossible to trim the oversized staff, Israeli liners were 
very expensive to run. Furthermore, the ZIM Company suffered from 
top-heavy senior management, the former Mossad officials, for i 
Israel top-echelon executives are well-protected by the first-in, test 
out principle”; 38 the longer one’s seniority, the more secure one is 
in one's job, regardless of whether the job is done well or the co or 
of the company’s ink. 
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Interestingly, what probably doomed the graceful and p ush liner 
Shalom (a non-Shilumim ship) was religious politics. When many of 
the well-to-do voyagers did not particularly care to eat kosher food 
all the time, those who adhered strictly to religious dietary laws 
strongly objected. Arguments and threats of boycotts and excommu¬ 
nications frequently arose at sea among the passengers in the dining 
rooms of Shalom. 3 * It was reported that since many people “do not 
choose ships as battlegrounds . . . the Shalom became the ship to 
stay away from if it was going to involve taking sides in a matter of 
religious politics.” 36 The unresolved “kosher kitchen” issue un¬ 
doubtedly harmed all Israeli liners. 

From 1953 to 1964, the Shilumim-financed ship purchases 
amounted to $137.3 million out of a total of S751.3 million; German- 
built and Bonn-paid ships constituted 56.3 per cent of all ships 
acquired. 30 The modern Israeli merchant fleet’s cargo vessels had a 
very high average carrying capacity (which is the product 6f dead¬ 
weight tonnage multiplied by speed). Nevertheless, shipping profits 
were low because of the high costs of wages and social benefits for 
the seamen 37 and the great difference between the physical quantities 
of imports and exports. 38 In fact, Israeli vessels frequently had to 

travel the seas empty-bottomed. 

Yet, one of the reasons for the acquisition of so many ships so 
burdensome to the Israeli treasury had been the lack of other proper 
investment projects in the early 1950s. Dan admitted as much in his 
memoirs, for who in the early 1950s really believed that the Bonn 
government would honor its pledge in full? 30 Dan s fear was that t e 
perennial lack of foreign exchange might prevent Israe om 
allocating the Shilumim funds for basic development. The acquisi¬ 
tion of ships did not require the creation of expensive infrastructure, 
characterized by capital : output ratios in the order of Id . * 
since the gestation period for ships was virtually nil, they cou 

integrated into the economy at once. . 

The contribution of shipping to Israel s nationa inc ®"j e ^ 
ployment turned out to be very small. In 1958 an , s ip 1 
accounted for only one per cent of national income an on y 
cent of the total number of persons employed. 110 An yet it y ec 
the lion’s share of the Shilumim funds. The decision to ac< l“^ P 
had been based primarily on strategic and political consi . 
Though economic aspects unquestionably figured in the decisio , 
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those who made it felt that in this case the virtues of economic cal- 
cuius could wait. 

The Soviet Union in the 1930s built steel plants and created 
machine-making industries, regardless of their heavy cost, and it was 
not until the 1960s that they turned their attention to the problem 
of efficiency. Similarly, after twenty years of consolidation and rapid 
economic growth, the Israelis are now making efforts to raise the 
efficiency of their economy. The standards of economic efficiency 
have changed over the two decades of independence, but in fairness 
to the men who disposed of the Shilumim funds we should recognize 
and appreciate the qualitative upgrading of the economy brought 
about by the fleet renovation and expansion in the 1950s and early 
1960s. 

Equipment for the Electricity Industry 

The acquisition of ships took 24.4 per cent of the total sum spent 
on the five categories of goods and services (DM 2.4 billion),' 11 or 16 
per cent of the total Shilumim payments of DM 3.45 billion, 42 Since 
the Shilumim Corporation strove to channel the available funds into 
basic development projects, such as transportation, the generating 
and transmitting of electricity, the communications network, and 
mining. Dr. Shinnar’s goal was to obtain as many capital goods as 
possible. Slightly less than 10 per cent, or DM 223 million, of all 
purchases went toward the electricity generating and transmitting 
networks 48 

A well-developed electricity network is an indispensable part of a 
country’s material infrastructure, for in many ways it is the founda¬ 
tion upon which almost all primary, secondary, and tertiary economic 
activity is mounted. After the establishment of the State of Israel, the 
Palestine Electric Corporation generated practically all of the coun¬ 
try’s supply, except for the 5 per cent generated by the British-owned 
Jerusalem Corporation. 44 The Palestine Electric Corporation oper¬ 
ated two plants, one in Haifa and the other in Tel Aviv, with a 
total generating capacity of 99,000 kwh, the Tel Aviv plant produc¬ 
ing one-third of this total. 45 

In 1949 the country’s electricity generating capacity was already 
inadequate, and an American industrial expert estimated that by 
1952 the “rapidly growing demand for electrical energy may become 
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critical.” 40 Obviously, additional electricity generating capacity had 
to be ordered as soon as possible, but the shortage of hard currency 
made this difficult. The supply of electricity was so inadequate that 
as of May 15, 1949, Israelis were forbidden to use electric stoves, 
irons, and cooking utensils from 7:30 a.m. to 11:00 a.m., and industry 
was without current from 12:00 noon to 1:00 p.m. 4T 

Although a modest expansion program raised the generating 
capacity to 126,000 kwh by the end of 1952, 4S the need to achieve 
economic transformation of the country made rapid expansion of 
the electricity generating capacity imperative. However, the almost 
complete lack of hard currency reserves in 1952 jeopardized this ex¬ 
pansion. 

The big question was who would pay not only for the generating 
equipment but also for the oil to operate it. Since the Shilumim 
funds were to be used “mainly for development purposes,” 40 Israel 
was able to solve both of these problems without much ado. In Israel 
the generating of electricity depended upon the availability of for¬ 
eign oil, that is, generators and oil were complementary goods. At 
the time of the Wassenaar negotiations, Israel’s shortage of foreign 
exchange was acute and it was unable to get long-term loans, a situa¬ 
tion that threatened suspension of oil deliveries, particularly from 
British companies. Fortunately, West Germany was persuaded, in 
mid-1952, to make an exception to the “goods only” provision of the 
future Shilumim Agreement and provide foreign exchange in the 
form of pounds sterling to pay for oil deliveries to Israel during fiscal 
1952-1953. This manner of payments for oil deliveries was main¬ 
tained even after 1953, and in total the Germans paid DM 1,050 mil¬ 
lion for Israel’s oil. , 

In 1952, Israel still had not prepared a general plan for the 

electrification of the country. 50 Dr. Trone s original Te P°5* ® u, 7 
gested two programs for expansion: the first aimed at 800, 
generating capacity by the end of 1962, and the second, Te uce pro 
gram, proposed a generating capacity of 600,000 kwh also yte en 
of 1962. 51 He recommended, too, that Israel buy the big 50,0 av 
units in the United States and the 10,000 kwh units in ’West Ger- 
many. He wanted the entire distribution equipment ordere: o ^ 

Germany, since its quality equaled that made in tie nite 
In view of the prevailing acute power shortage. Dr. Trone urge 
installation of at least two 50,000 kwh units withm one year. He 
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afraid that otherwise the power shortage would retard industrial 
development and irrigation, and curtail the supply of electricity to 

homes. 

Under scarcity conditions there was a general tendency to seek 
independence from the Palestine Electric Corporation. Mekoroth 
Water Company, for example, wanted to install Diesel-driven pumps 
in its Yakon stations; several kibbutzim and moshavim had their own 
generating stations; and a number of municipalities wanted their 
own power reserves for water supply. Because people were not con¬ 
fident that the Palestine Electric Corporation could provide enough 
power at reasonable-rates, they tended to shift for themselves. These 
scattered, small sources of power were expensive, and they wasted 
precious foreign exchange. 

When Dr. Trone’s recommendations were incorporated into Dan’s 
proposals, electrical equipment became top-priority items on the 
shopping lists of the Israel Mission in Cologne, The growing volume 
of industrial production, the expansion of the irrigation system, and 
the increased number of households, all called for rapid expansion of 
the power supply. Thus, as early as 1953, the first orders were placed 
for electricity generating equipment with a total of 40,000 kwh to 
be used for two stations of 20,000 kwh each. 63 For security reasons, 
the new stations were dispersed geographically, although concentra¬ 
tion might have led to lower production costs. 51 In 1957, German- 
produced electrical equipment boosted the electricity generating 
capacity by 20,000 kwh in the Tel Aviv area, and by 50,000 kwh in 
Ashdod. The total generating capacity of the Palestine Electric Cor¬ 
poration reached 250,000 kwh, apart from the 9,000 kwh capacity of 
the Jerusalem plant, 03 and by the end of 1958 it had risen to 366,000 
kilowatts. Thus, in the three years from 1956 through 1958 this 

capacity had risen by 62 per cent. 60 

Apart from expansion of the generating capacity, considerable ex 
tension of the transmission and distribution network proceeded. e 
length of low-tension cables, which transmit electricity to consumers, 
grew by 11 per cent, and the length of high-tension cables, whic 
conduct power over long distances, grew by 12 per cent. Substantia 
purchases of transformers, high-tension equipment, cables, an 
power-correcting generators significantly reduced losses of transmit 
sion both at power and transformer stations. This qualitative irn 
provement of the transmission and distribution network accounts 0 
the fact that, in 1956, for instance, the rate of consumption of e eC 
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tricity increased more than the rate of output. The rate of loss was 
16.6 per cent of output in 1954, 16.7 per cent in 1955, and 15.2 per 
cent in 1956. 67 

The almost insatiable demand for electricity led to the ordering of 
a complete power station at Haifa, including two 75,000 kw turbo¬ 
generators. A repeat order was placed in West Germany for an iden¬ 
tical power station to be constructed in Ashdod. Since the time lag 
between orders and the beginning of operations is four to five years, 
investment in this field has to be planned well in advance to prevent 
delays in expansion of capacity that would impair the efficient utiliza¬ 
tion of industrial investments. 08 

As Israeli industrial development gathered momentum, coordina¬ 
tion between projected industrial and electricity capacities became 
necessary. As a rule, generating capacity of power stations has to be 
adjusted to the annual peak load (at midday during the summer 
months), with an additional reserve equal in size to the largest oper¬ 
ating unit. 00 It was estimated in 1957 that by 1961 it would be 
necessary to double generating capacity; and industrial users would 
require 75 per cent of this increase. Economic planners and the gen¬ 
eral public remembered well the great power shortages of 1951, 

which stifled economic growth. 

From the very beginning of the Shilumim operation, particularly 
while Hill el Dan was in charge, concentrated efforts were made to 
raise electricity generating capacity rapidly. In time, Israel acquire 
five power plants Erom West Germany, enabling capacity to grow 
from 175,000 kwh in 1953 to 720,000 in 1964. 00 The locations of 
Israel’s power plants were determined by three factors: the^avari¬ 
ability of cooling water, easy access to oil, and present and future 
consumer needs. With the gradual development of the egev es , 
the new Ashdod plants by 1962 accounted for 27 per cent of the 
total generating capacity; Haifa’s share was 42 per ce n b _ 

Tel Aviv, 31 per cent. By 1965, Ashdod’s share had Sunbed top¬ 
per cent, while that of Haifa dropped to 33 per cent an ^ 
to 25 per cent.” Ashdod’s power is used primarily for >mgation,T 
Aviv’s for households; Haifa’s primarily for industry. T° be Precise, 
in 1962, 37 per cent of all power was used by industry, 26 p , 
for irrigation, and 37 per cent for all other purposes cantoned. 

Israel’s electricity consumption has been doubling es y ? ’ 

whereas in other industrial c ° untrl “ d ™ ‘"J ^ o£ P consum ers 
decade. 03 From 1948 to the end of 196^, the n 
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quadrupled and the annual sales of electricity increased more than 
eightfold . 04 In terms of per capita consumption of electricity, at the 
end of 1961 Israel’s figure stood at 1,250 kilowatt hours, approximat¬ 
ing that of Italy, Denmark, and the Netherlands . 00 In general, the 
Middle East’s electricity output has been among the lowest in the 
world despite substantial progress from the mid-1950s to the mid- 
1960s. For example, in 1963 the per capita output for the entire 
Middle East was 157 kwh compared with 1,321 kwh for Israel . 00 
Israel’s figure, in turn, was one-fourth the per capita output in the 
United States. While Israel’s per capita electricity output is very 
respectable, at the end of 1962 15 per cent of all households still 
lacked electricity, whereas in Western Europe only 1 per cent did 

not have it . 67 

The installation of the five German-made power plants substan¬ 
tially raised Israel's generating capacity and provided the badly 
needed reserve capacity. Purchases of equipment also considerably 
renovated the stock of existing power plants. For example, at the end 
of 1962 almost 80 per cent of the electricity producing equipment of 
the Israel Electric Corporation was less than ten years old . 08 Rapid 
increases in the electricity supply and considerable qualitative im¬ 
provements of the entire electricity sector “were due in large part to 
the equipment purchased under the Reparations Agreement. 00 

Because Israel is a small country, highly concentrated operations 
using large 75,000 kwh generators, high load factors, and modern 
transmission lines and transformers substantially increased the effi¬ 
ciency of this industry. But above all, the modernization of the power 
plants meant considerable savings in fuel consumption per unit of 
electricity produced. Whereas in 1948 one ton of oil produced 
roughly 2,500 kilowatt hours, in 1965 it produced more than 4,000 
kilowatt hours, an increase of 60 per cent . 70 

Of course, making such large purchases inevitably gave rise to 
some problems. Until 1953 Israel had bought all its electrical equip¬ 
ment in the United States , 71 and the subsequent switchover to Ger¬ 
man-made equipment was difficult for Israeli technicians used to the 
American-made machinery. But now, since maintenance costs for the 
German equipment turned out to be much higher than for the 
American, 7 - the Israel Electric Company buys the necessary equip 
ment in the United States. 

On the whole, the Shilumim purchases enabled Israel to expa 11 
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its electricity generating capacity when the country was very short of 
hard currency and “other sources of foreign exchange were virtually 
exhausted.” 73 Because most of the equipment could not have been 
produced in Israel at that time, without Shilumim these investments 
would have been either reduced in scope or postponed and the 
growth of Israel's industry and agriculture slowed down . 74 Shilumim 
not only quintupled Israel’s electricity generating capacity, but paid 
DM 1,050 million for deliveries of British oil as well . 75 Since one- 
third of the imported oil was used to generate electricity , 70 and 
Shilumim paid for 28 per cent of all oil imports , 77 the total outlay 
on this complementary purchase amounted to DM 1,273 million, or 
37 per cent of the entire DM 3.45 billion. 

Equipment for Israel’s Railways 

Without an adequate transportation system, economic develop¬ 
ment is virtually impossible. Mountains, deserts, rivers, jungles, dis¬ 
tance itself, impede the movement of goods and people, so that ex¬ 
changes are restricted to local markets, which are narrow and offer 
little scope for specialization. Without specialization production 
costs remain high. To unite the many local markets into a national 
market, an adequate transportation system—railroads, canals, and 
roads—is a prime necessity. 

In ! 952, Dr, Trone’s report on the use of Shilumim funds stressed 
the need not only for the build-up of Israel s electricity generating 
capacity but also for the expansion and qualitative upgrading of the 
entire railroad system . 73 He noted that the life of a bus or a truck is 
one-third that of railway rolling stock and that railway operating 
costs were considerably lower than those of buses, especially for fuel 
and spare parts. Consequently, he suggested the introduction of elec¬ 
tric trains for suburban passenger traffic, and Diesel or steam engines 
for the proposed Negev line . 70 Fie admonished the economic p an- 
ners to locate new industrial plants so that rail sidings and fee er 
lines could be arranged easily, and he deplored that this aspect o 
industrial planning had been neglected in the past. To increase the 
cargo volume shipped by rail, Dr. Trone called for consi era e 
qualitative improvement of Israel’s railroads. For instance, he wanted 
to speed up the turnover time of a box car from the 195u average o 
12 days to 5 days. That improvement could be achieved by provi ing 
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open and closed storage facilities at all railway stations and by i n - 
stalling certain handling equipment. For the future transport of 
Negev potash and phosphates, he recommended the building 0 £ 
ropeways: potash from Sodom to Mamshit, phosphates from Mach- 
tesh to Mamshit. These would then move from Mamshit by rail via 
Beersheba to the new southern port, Ashdod. 

The total investment needed for railway development was esti¬ 
mated at $44 million and I£ 18 million in local currency. 80 From 
1954 to 1962, Israel Railways received German-made equipment 
amounting to $12,7 million (more than DM 50 million) from the 
Shilumim funds. 81 For the new track to Beersheba only German-made 
rails were used, and half of the Jerusalem-Tel Aviv line was replaced 
with German rails. In the marshaling yards, Shilumim-financed 
shunting engines increased the turnover considerably. Four hundred 
new boxcars were acquired, ranging from 25 to 50 tons capacity, 
which Taised substantially the over-all cargo-carrying capacity. In 
1962, the railways carried two and a half times moie cargo than in 

1953. 82 

Of particular significance was the electrical signaling and cooidi- 
nating equipment installed in 1958. 83 Since Israeli railroads are 
single-track, the installation of such equipment along the Tel Aviv- 
Haif? line made express trains possible for the first time. This inno¬ 
vation not only permitted a larger number of cars on each train but 
it improved safety as well. 81 The installation of the Automatic Block 
System and centralized traffic control set the stage for considerable 
improvements in efficiency. 86 However, not all Shilumim-finance 
acquisitions were proper and successful. For instance, the twelve se 
propelled railcars acquired in 1955 turned out to be unsuitable be 
cause of difficulties with traction power and hydraulic transmission. 
High operating and maintenance costs led to their demise in 195- 
In addition to boxcars and self-propelled cars, Israel Railways a so 
acquired a number of passenger cars, which replaced the forty-year 
old coaches. The resulting improvement in passenger service led to 
only a slight increase in the number of passengers traveling by Tai 
In 1959 the increase was 3 per cent, “slightly more than the average 
annual increase during the last three years, but still not excee 
the rate of growth of the population." 87 Many of these cars aie st ^ 
in operation today. In 1962 50 per cent of the railway /passenger- 
carrying capacity consisted of the Shilumim-financed coaches. 


245 


Shilumim Deliveries 

Even though Israel is a small country where short hauls pre¬ 
dominate and trucks have an edge over railroads, the expansion 
and modernization of railways linked up Israel’s empty South with 
the North, that is, with Haifa. By 1963, potash, phosphates, citrus 
fruit, and grain went north by rail, and in the opposite direction the 
rails moved supplies and equipment, into the Negev desert. 88 

In spite of the substantial qualitative upgrading of Israel Railways 
through Shilumim acquisitions, annual operating deficits not only 
continued but mounted. There were many reasons, but for the Tecord 
a few in passing were stiff competition from trucks, 80 a very higil 
labor component per unit of output, artificially low tariffs granted 
for such export items as citrus and minerals, and fare concessions to 
certain categories of passengers. 

Nor was the thorough modernization of the railways accompanied 
by an improvement in operating costs. Because Histadrut officials 
virtually forbade the dismissal of displaced workers, they had to be 
retained. As early as 1956, the Bank of Israel reported that “the oper¬ 
ational changes in the railways make it imperative to find a solution ■ 
to the problem of rationalization. Otherwise, the railways will not 
be able to continue reducing their costs through the use of the mod¬ 
ern equipment which has been put at their disposal with this very 
end in view." 00 Apart from these institutional difficulties, Mr. M. 
Savidor, general manager of the Israel Railways, observed in 1962 
that “in general we are very satisfied with the quality of the German 
goods." He felt that “the busy cargo and passenger traffic, the moder¬ 
nity of their rail system, the comfortable journey by rail, all these 
were introduced with Reparations goods." He termed these innova¬ 
tions "a revolution” which is still incomplete because 70 per cent of 
Israel’s “rolling stock is antiquated and most of our lines are 
equipped with 40 year old rails and nineteenth century signaling 
installations." 01 Mr, Savidor's impressive comment should not be 
overlooked in evaluating Shilumim’s contribution to Israel s material 

infrastructure. 

Telecommunications Equipment from Shilumim Funds 

Although ships, electricity generating and transmitting equip- 
ment, and railway rolling stock and signaling devices considerab y 
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improved the operating capacity of these sectors of Israel’s material 
infrastructure, the most remarkable qualitative improvement was in 
the field of telecommunications. Six million dollars (DM 25 million) 
was spent on modernizing the country’s communications network. 62 
Many Israelis still remember vividly the long hours it took to get a 
phone call through from Jerusalem to Haifa in the early 1950s. With¬ 
out Shilumim-financed equipment the ease and convenience which 
were taken for granted at the end of 1962 would not have been 
possible. 0 ® 

In 1952. Dr. Trone observed that “an extensive telephone network 
is not only a necessity for the business and administrative life of a 
country, but has considerable cultural value, and makes for closer 
contact between remote farms and cities.” 04 He urged the introduc¬ 


tion of fully automatic communications between the different dis¬ 
tricts and cities by underground cable, open wire, and radiophone 
connections. Such an expansion program, serving a population of 2.5 
million, by 1962 would have provided 7.2 phones per 100 inhabitants, 
as compared with roughly 2.1 per 100 in 1952. Dr. Xrone hoped that 
jby 1962 Israel’s level of telecommunications would be on a par with 
Western European countries. 

Therefore, in 1953 officials of the Ministry of Posts went on a 


mission to West Germany to purchase underground cable, radio¬ 
telephone equipment, and related communications gear. Cables were 
needed to expand the lines from Jerusalem, Tel Aviv, Haifa, Afula, 
and Beersheba. A radiotelephone network was essential for the open¬ 
ing of the Negev desert, and telex stations were needed in Jerusalem, 
Tel Aviv, Haifa, Tiberias, and Beersheba. 06 

The first stage of this program, with an expenditure of $3.5 mil- 
lion, was completed by 1957. Through the acquisition of carrier 
equipment and the extension of intercity cables, much speedier ser 
vice was possible. The time when you had “to wait several hours 
before getting your party” in calling long distance became a thing 
of the past. 00 Since it was not feasible to lay cables underground to 
the widely scattered settlements in the Negev, a central station w aS 
established to which they were connected by German-made 
less equipment. Installation of telex stations in Jerusalem, Haia* 
Tel Aviv, and Beersheba also made written telephone calls possi e 
within the country, as well as outside to the United States, y> 
England, and France. The quality of the German telecommunica 
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tions equipment was satisfactory, according to the official Bank of 
Israel report. 07 However, the shortage of telephones persists to this 
very day. 

Equipment for Haifa 

Prior to the opening of Eilat and Ashdod, Haifa was Israel's only 
significant port. By 1952 it was obvious that with the growth of the 
economy Haifa would require extensive modernization and expan¬ 
sion. Without improvements, Haifa could become a bottleneck in 
the country’s economy. To forestall such a possibility, Dr. Trone 
recommended extending the Kishon Canal so that bulk goods could 
be loaded and unloaded without intermediate transport; and he 
stressed the need for additional harbor stores, sheds, and open dumps. 
He also suggested the acquisition of modern floating equipment such 
as cranes, pontoons, launches, and tugs, as well as mobile and fixed 
cranes, fork lifts, and tractors. 08 Since Haifa was originally built 
as a protective harbor for the British Navy on the Levantine coast, in 
1949 it had very few quays. 09 The port was large but not properly 

equipped for efficient operations. 

The first major Shilumim-financed addition to Haifa's port was a 
7,500-ton floating dock, which Hillel Dan ordered in 1953.“° This 
order caused a storm of controversy in Israel. Dan s motive for 
ordering it was his desire to upgrade the quality of Haifa's port 
equipment, including ship-repair facilities, and to speed up the im 
piementation of the Shilumim program. 101 Since the treasury had to 
pay from $500,000 to $1,000,000 a year for repairs to Israeli ships m 
foreign shipyards, it was hoped that the floating dock would save 
foreign exchange and provide employment for an extra three hun 
dred workers. 102 Another reason may have been the absence of other 
good investment projects at that time. 103 When the floating oc 
arrived in Haifa in November 1954, Amos Landmann, t e genera^ 
manager of the port, refused permission for it to enter the har or. 
Eventually, however, it was incorporated into the ports over 
equipment, but for the first months it remained idle. Later i 

turned out to be difficult to operate it efficiently. 

In addition to the floating dock, Haifa bought a -ton ca P^ 
floating crane, which filled the efficiency gap e tween . 

Samson crane and one of 15-ton capacity. To modernize P 
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along the lines suggested by Dr. Trone, Haifa also acquired, through 
the auspices of Shilumira, fourteen portal cranes, devices mounted 
on rails that make them mobile anywhere along the port's main 
quay, greatly increasing the port’s cargo-handling capacity. Shilumim 
funds also provided the port with a dredge with a daily capacity of 
200 tons. Before this acquisition, the existing dredge could handle 

only 25 tons a day. 

DM 6 million were spent for the handling equipment and DM 8 
million for the floating dock. 107 After this modest expenditure for 
modernization, Haifa’s main port, along with the expanded auxiliary 
harbor of Kishon, was considered in the early 1960s to be quite well- 
equipped. 108 The port's expansion and modernization led to the con¬ 
tinual upgrading of Haifa’s internatiorfal classification from #4 to 
#3 to #2, which meant lower cargo shipping rates and cheaper in¬ 
surance premiums/ 00 and a considerable saving of hard currency for 
the Israeli treasury. 


Equipment for the Negev Minerals 


Israel lacks any such industrial raw materials as coal, metallic ores, 
timber, and cheap sources of power. However, the Negev, an area of 
well over half the pre-1967-war territory, contains large deposits of 
potash rock, phosphates, ceramic clays, bromides, and copper. 110 The 
Dead Sea is particularly well endowed with chemical salts, and it 
has been estimated that it contains the following minerals in metric 
tons: 111 


Potassium chloride 
Sodium chloride 
Calcium chloride 
Magnesium chloride 
Magnesium bromide 


2.0 billion tons 


o.u 

220 <■ 

980.0 million “ 


Along with the build-up of the country’s material infrastructure, 
another major objective of Shilumim was the expansion of basic 
industries, one of which was development of the Negev s natural re 
sources. A broader industrial base was indispensable if the country 
were to be brought closer to economic independence. According 
the Shilumim Corporation allocated DM 72 million worth of equip 
ment for the exploitation and development of Israel s natural 
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sources. 112 DM 42 million were for the utilization of the Negev's 
resources, and DM 30 million for the purchase of irrigation pipes. 113 

The exploitation of the vast mineral wealth of the Dead Sea began 
in 1930 with the launching of the Palestine Potash Company, but the 
War of Independence brought its operations to a standstill. The 
northern plant was destroyed, while the southern part remained un¬ 
der the control of Israel’s armed forces until 1949, when it was re¬ 
turned to the company. 114 It was idle until 1952, when the com¬ 
pany’s assets were taken over by the Dead Sea Works, Ltd., in which 
the government controlled 51 per cent of the stock. With the open¬ 
ing of the highway to Sodom in mid-1953, the first steps could be 

taken to reopen the southern plant. 115 

Israel's Dead Sea industry extracts potash by a unique production 
process based exclusively on solar evaporation. The costs of produc¬ 
ing the various chemical salts are low and require no imported raw 
materials of any kind. The major obstacle to profitable exploitation 
was inadequate and costly transportation. Since chemical salts are 
heavy minerals, as a rule they are transported by railway in most 
countries. In Israel, however, in the absence of a rail link, salts have 
been transported by truck. In 1952, the transport of bulk goods by 
rail cost around 16 mills per ton/kilometer, while similar bulk goods 
by truck averaged 40 mills. 110 Thus road haulage per ton/kilometer 
was two and a half times the cost of rail freight; at the same time 
hard currency requirements for spare parts, gasoline, and oil were 
much higher. The average distance from the central Negev to t e 
port of shipment (Haifa) was 300 kilometers (188 miles ), and 
7.200 per ton could have been saved if minerals were hauled by 
rail. 117 In mid-1955, it cost an average of I£ 10 to haul phosphate 
rock and potash from the Negev to Haifa, With such domestic trans¬ 
portation costs, Israel’s mineral industry was not competitive. 

1956, the vast potash deposits were still not competitive on t e wor 
markets because of the unsolved transportation pro ei ^’ 

Sea industry received only DM 2 million from Shilumim. 

In addition to the huge mineral deposits in the Dead Sea area a 

careful geological survey in the southern Negev, arou ^ _ f 

teen miles noith of Eilat, uncovered the presence of 100, 
copper ore, with additional deposits of up to 1.2 m.lhon tons as a 
possibility. 121 Since the concentration of availa e copper i 
was normal, from 1.5 to 2 per cent, and the prevatlmg world pr.ce 
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for copper ranged from $500 to $700 a ton, speedy exploitation of 
these deposits was in order. The major problems were how to con¬ 
nect Timna with the developed parts of Israel, how to provide the 
necessary sweet water supply, and how to extract copper in the most 

efficient way. 

It was proposed that a plant be built to yield up to 5,000 tons of 
copper a year, the necessary equipment to come from Shilumim 
funds. 12 ' The Timna Copper Works, operated by Israel Mining In¬ 
dustries, was a high-priority development project in the early 1950s 
because Israel hoped that copper exports would become substantial 
earners of hard currency. By the end of 1956 construction was about 
60 per cent completed, and about 90 per cent of the Shilumim equip¬ 
ment had arrived. 1 ” The value of this German-made equipment was 
S3 5 million, or DM 15 million. 1 ” It supposedly consisted of the most 
modem equipment available, 1 ” but the equipment had been ordered 
too hastily, and most of it was either nonfunctional or of poor 
quality. 1 ” After the necessary replacements were made, copper ex¬ 
ports from 1960 to 1964 amounted to $18 million, 70 per cent of 
which was value-added. 121 This plant became one of the major con¬ 
tributors to Israel’s supply of hard currency. 

Negev Phosphates Ltd., located at Oron, forty-four miles south 

Beersheba, also benefited from Shilumim by receiving five i eren 
types of German-made equipment. In 1953-1954, the first year o 
operation, its output was roughly 32,000 tons of raw phosphate wiffi 
a 26 per cent phosphoric acid content. 128 The phosphate _ e P 0S 
were huge but difficult to utilize because the total absence of wa ^ 
made it impossible to develop an inexpensive beneficiation P rocess . 
The Oron plant was about thirty miles away from the irriga 
system and ten miles from the local well. The availab e ore 
amenable to a dry process which yielded a usable concentrate as_ 
ing about 28.5 pet P 2 O r> ; but phosphate recovery was low. 
concentrate was sent 140 miles north to Haifa for furt er pro ^ 
into superphosphate. 131 Unfortunately its grade was not up 
quality requirements of European and Far Eastern customers, 
fore, to tap these markets it was absolutely necessary to ^ Tin » 
to the plant and develop new technology in the form o t e so 

flotation method. 132 , DU t). 

The Shilumim Corporation thereupon acquired the mucn 
licized 38 per cent P 2 O 0 calcining kiln. 133 The collection f 
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which returns the valuable dust created in the process back into pro¬ 
duction also came from Shilumim. For almost six years the Negev 
Phosphates plant in Oron, its mines, and the beneficiation plant Tan 
on electricity generated by its own power plant. The power plant 
then obtained two generators from Shilumim which added 1,300 
horsepower to its electricity power supply. After they were connected 
to the national grid, these generators provided welcome reserve 
capacity. 134 The Oron plant also acquired through Shilumim three 
excavators and one low loader as well as one-third of its repair and 
maintenance equipment. Even though the total investment in this 
plant was small, Shilumim provided vital machinery and equipment 
at a time when foreign exchange was scarce, and provided impetus 
for the development and exploitation of the available natural re¬ 
sources. 

Since the raw phosphates were sent to Haifa for processing into 
superphosphates, a simultaneous expansion of the facility there was 
necessary. Thus, Fertilizers and Chemicals Ltd. in Haifa received 
DM 12 million for such equipment as water-wash towers, dry-ice 
compressors, and spherical storage vessels for ammonia. 

In economic development, complementarity of all factors of pro¬ 
duction is of utmost importance. A complete plant without access 
roads is virtually useless, and the other way around. One hand 
washes the other, says a European proverb, and the acquisition of 
different types of Shilumim equipment for the exploitation of min¬ 
erals was obviously done with these considerations in mind. 

The government launched a major water resources project in - 
Because industrial progress depended upon the availability of water, 
especially in the Negev, it was decided to transport water om t t 
Yarkon River to the Negev in giant pipes 2-25 meters in lamete 
This project required 70,000 tons of steel a year and was completed 
in 1955. It entailed construction of a pipeline that ran 130 u ome er 
from Tel Aviv into the northern sections of the Negev. e se - 
ond major project drew water from the Sea of Galilee, J50 kilometers 

in pipes 2.5 meters in diameter, to the Yarkon. During 9 57 a ' 

the Shilumim Corporation ordered almost DM 2 hml on h of 

, •; Wpci Germany. 138 Israel s water economy, 

arge mam conduits from West Germ y ^ sonsa - 

m both planning and execution, have been cal arrplerate d 

tion. 188 Here again, a small amount The Mek oroth 

the build-up of the country s physical infrastr 
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Water Company received other equipment as well, and in 1965 8 per 
cent of its total assets came from the Shilumim Corporation. 140 The 
Shilumim Corporation thus spent DM 2.03 billion to build up the 
country’s material infrastructure. For electricity generating and 
transmitting equipment and the oil to operate it, DM 1.27 billion 
was spent. Ships claimed DM 585 million, while the equipment for 
Israel’s railways, telecommunications, development of natural re¬ 
sources, and some heavy earth-moving equipment required DM 174 
million. The transportation costs of goods to Israel, insurance, in¬ 
terest charges, and administrative expenses claimed another DM 
254 million. 141 This left a little over DM 1 billion for other pur¬ 
chases, such as raw materials, agricultural products, and the indus¬ 
trial equipment for Acco’s steel plant, textile industry, and food¬ 
processing industries. 

During the first Shilumim year in 1953-1954, Israel’s economy 
suffered from considerable under-utilization of existing plant and 
equipment because of inadequate raw material imports. In fact, 
the raw material shortage was so widespread that the lack of im¬ 
ported raw materials threatened large sections of local industry with 
standstill.” 143 Another source reported that foreign raw materials 
were “sadly lacking.” 144 In 1954, the same situation prevailed. 145 

To alleviate the shortage, Hill el Dan proceeded to order raw 
materials, and by the end of 1953, §40.9 million worth of iron and 
structural steel had been imported; by the end of 1954, another 
§82,3 million of raw materials had arrived. 140 These imports con¬ 
stituted, in part, 220,000 tons of iron; 52,000 tons of fertilizers; 15,000 
tons of lumber and wood products; 20,000 tons of rubber, textiles, 
and chemicals; 44,000 tons of wheat; 30,000 tons of miscellaneous 
food products; and 33,000 tons of equipment: 147 a total of 460,000 
tons. 148 


Why did Hillel Dan commit so much of Shilumim funds for raw 
materials? Hadn’t he stressed repeatedly the need for basic develop 
ment, for building up the country's material infrastructure? Di € 
and his successors not strive to prevent dissipation of Shilumim 
current needs? During the first few years, the Israelis had to 
to the prescribed purchase schedules, and some items were acquire 
which could have been dispensed with. However, in 1953, Israe ^ 
foreign exchange reserves were desperately low; in fact, there was ^ 
nearly enough to pay for one month’s imports. 140 At that 
country also suffered from heavy short-term indebtedness, an 
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materials had to be imported frequently at higher than world 
prices. 100 Israel was a marginal buyer and took whatever it could get. 

In total, Shilumim purchases of all forms of steel and iron products 
amounted to DM 391 million. 151 Raw material purchases came to DM 
337 million, and agricultural imports DM 91.2 million. All told, 
DM 819 million were spent on raw materials. Did these imports 
constitute waste? Were these funds frittered away? Could they not 
have been used better by investing in material infrastructure? 

To appreciate their significance, it is necessary to keep in mind 
that all factors of production have three characteristics: substitutabil¬ 
ity, complementarity, and specificity. 153 They are substitutable within 
a range, but are by no means perfect substitutes. Manpower can be 
substituted for machines, and vice versa, but machines can never 
eliminate workers completely. Complementarity means that indus¬ 
trial equipment requires the cooperation of other factors of produc¬ 
tion. A machine by itself cannot produce anything. It needs workers 
and Taw materials. Specificity means that machinery has a very re¬ 
stricted applicability in the production process. It is either employed 
in the production of a part of a particular good, or it remains idle. 

In this context, Shilumim-financed raw material imports not 
only refilled the empty bins and industrial pipelines, but also^ re¬ 
stored complementarity among the existing factors of production. 
Greater availability of raw materials also gave wider scope to the 
specificity of available industrial equipment and manpower, ^ 
ing machinery, plants, and utilized manpower were the tangi e 
results of the large-scale infusion of raw materials. It should be kept 
in mind that Israel’s export industries exist mainly on imported raw 
materials. For example, for every dollar earned in exports, Israe a 
to import two dollars worth of raw materials. 153 Thus, vr i e t o 
Shilumim raw material imports lacked the spectacularity o s ^ e 
development projects, they helped to alleviate some of t e meta o 
disorders of the economy caused by foreign exchange s ortages 
Above all, the huge steel and iron imports were used to erect struc¬ 
tures for a number of future plants, which were to be equipped wit 

German-made machinery. , . 

It is known that DM 316 million was spent on texti e mac 

chemical equipment, motors, metal-working machinery, c 
pumps, equipment for sugar-producing factories, and office antt eo - 
struction equipment. 154 Some of these acquisitions wen ^ . 

material infrastructure, as discussed above, but D 
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was allocated for the development and renovation of Indus try , l <* 
More than 1,300 firms acquired German-made equipment under the 
auspices of Shilumim, The lion’s share went to the metals industry, 
which received DM 67 million, or 28,2 per cent of the total. The 
“Steel Town,” near Acco, received over one-half of that sum. DM 56 
million, or 23.1 per cent, went for the expansion and renovation of 
the textile industry. DM 40 million, or 16.6 per cent, was channeled 
into the food-processing industry, primarily into the sugar factories, 
and DM 22 million, or 12.5 per cent, was allocated to the chemical 
industry. The rest, in small amounts, went to other processing indus¬ 
tries. 168 

The initial proposal to erect “Steel Town” near Acco was hotly 
debated in the press and government councils. 107 It was one of Hillel 
Dan’s pet ideas and comprised a substantial complex of iron and 
steel facilities that would eventually produce 90,000 tons of pig iron, 
118,000 tons of steel billets, and 100,000 tons of rolled steel products 
per annum. 188 The complex would cost I£ 121 million, more than 
half of which would have to be in foreign exchange. 160 Because of 
extremely high production costs, the entire “Steel Town” project 
was thought to be “of a highly margi nal, if riot submarginal charac 
ter” by Israeli experts. 100 They warned that the project would con¬ 
sume millions of dollars of foreign exchange and require millions of 
pounds in subsidies, 101 One Israeli economist dubbed the project: 
“Israel’s chief exhibition piece.” 102 However, work went on, and by 
1962 some I£ 50 million had been invested and I£ 15.5 million worth 
of equipment had come from Shilumim funds. 18,1 The rolling mi 
and Siemens-Martin furnaces came from West Germany, and t e 
first smelting furnaces went into operation in 1956. 184 In 1958 t e 
rolling mill was started up. 103 By 1960, the output of the tee 
Town” plant was roughly one-third of what had been hoped for an 
it employed 940 workers. It was a heavy money-loser and the Treas¬ 
ury poured in millions in subsidies to keep it going. 100 

In terms of profit and loss, such investments make no sense^ 0 
ever, Shilumim funds that went into “Steel Town plants. ° 
necessarily represent waste in socio-economic terms. The decision^ 
make the investment was based on strategic and political const 
tions, matters removed from the more narrow framework o 
economist. Thus, it was reported in early 1955 that because ^ ^ 

surrounded by enemies “it is highly undesirable that Israe s 
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be completely dependent on importing the products of these in¬ 
dustries in the event of war.” 107 Because of compelling military con¬ 
siderations, the proposed “Steel Town” project made good sense. In 
the 1950s, industrial planning gave the “greatest emphasis to social, 
political and military factors rather than to purely economic fac¬ 
tors.” 168 And as long as the Middle East is the powder keg and Israel 
remains on a war footing, strategic considerations will remain para¬ 
mount. 

The second major claimant of Shilumim funds spent on industrial 
renovation and expansion was the textile industry. 169 Some 166 tex¬ 
tile plants received German-made equipment of a total value of DM 
56 million. For many years the textile industry enjoyed strong gov¬ 
ernment support because, being labor-intensive, it provides many 
jobs, uses domestically raised cotton, and has the highest value added 
in industry. 170 Before 1953, Israel’s spinning mills were equipped 
with obsolete machinery and no foreign exchange was available for 
newer equipment. Shilumim funds increased their productive ca- ‘ 
pacity as well as the quality of output 171 In addition, cotton weaving 
looms, machinery for yam preparation, and finishing equipment 
were acquired. It was estimated that Shilumim enabled Israel to raise 
the productive capacity of the textile industry threefold or four 

fold. 172 


The food industry received DM 40 million, and 93 firms were able 
to acquire German-made equipment. Two sugar plants, at u a 
and Kiryat Gat, were built and equipped with Shilumim equip¬ 
ment. 170 The chemical industry got DM 22 million and the other 

branches were given small amounts. 174 , 

In sum, Shilumim made spectacular additions to t e country s 

material infrastructure. It refilled the empty industria ^ pipe » 
and provided equipment for some 1,300 plants. i umim assm 
extra foreign exchange when it was extremely scarce, t is n 
ble to say what exactly Shilumim’s contribution to Israe s ec0 ”° _ 
development was, because in economic development raan ^ , 
remain unmeasurable and their impact becomes evi en on ^ 
later. However, the foregoing concrete listing of some of the 

items acquired bear clear testimony to the net a ltlon . broke 
resources. Small investments, at strategic places, frequen y 
critical bottlenecks in important sectors of the economy. 










Economic Challenge for a Small Nation 




By the spring of 1966 the Shilumim Agreement was fulfilled. There 
were no noisy protests and mass demonstrations such as marked its 
inception in 1952. There was only the most fleeting debate, with the 
publication of the official Bank of Israel report, Hashilumim Ve- 
hashpaatam al Hameshek Haisrael. The popular feeling throughout 
the land seemed to be: “You government people accomplished little 
with the German reparations money." 1 In the Diaspora, as late as 
1969, Dr. Goldmann wrote, . . many Jews found it very difficult 
to recognize its positive side [Luxemburg Agreement]." 2 Two years , 
earlier, Dr. Shinnar had said there was no need either to inflate or i 
to minimize the impact of Shilumim on the economy of Israel. 3 The 
critics of Shilumim still claimed that it had been dead wrong to 
accept DM 3.45 billion in blood money, that it was a tiny fraction 
of what the Germans had stolen from the Jews, and that it was ; 
simply a return of Jewish property anyhow. Individual compensa¬ 
tion payments did not represent any favors to either Israelis or J ews * 
so that there was no need to say thank you to anybody. 4 

The Hashilumim report, written by F. Ginor and Y. Tischler, re 
veals that from 1953 to 1964 Shilumim receipts represented 24 per 
cent of all unilateral transfers, 26 per cent of all capital transfers. 
These receipts were particularly significant in 1955, when Shilutni 111 , 
funds accounted for 40 per cent of net unilateral transfers. 0 During 
the acute foreign exchange shortage in 1953, Shilumim underwrote 
11.2 per cent of total imports and 15.6 per cent of the trade deficit, 
in 1954 the corresponding figures were 21.2 and 33,1 per cent ‘ 11 
1955 Shilumim imports were 19.8 per cent of total imports, an 
year later 14.6 per cent. By 1960 the Shilumim share had fallen to 
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10.9 per cent, and in 1961,10.5 per cent. By 1962, however, Shilumim 
represented only 4.6 per cent, and in 1964 1.5 per cent. 

During these years Shilumim also financed a considerable propor¬ 
tion of the country's investment from counterpart funds. In the 
budget year 1953-1954, for example, one-quarter of the develop¬ 
ment budget came from Shilumim counterpart funds. During the 
next budget year, 47 per cent of the development budget came from 
this source. Thereafter, the percentage declined, but for the period 
as a whole (.953-1954 to 1965-1966), 20 per cent of the development 
budget was obtained from these counterpart funds. 8 Thus Shilumim 
was . . considered as one of the pillars of our economy." 0 From 
the beginning Shilumim represented an assured source of foreign 
exchange and foreign-made goods. 10 From 1953 to 1964, it financed 
9.3 per cent of the foreign trade gap, accounted for 9.7 per cent of 
Israel’s gross investments, and amounted to 2.5 per cent of the 
economy's total resources, 11 

The Jerusalem Post's summary of the Hashilumim study popu¬ 
larized the least important aspects of the Shilumim Agreement. It 
stated that without Shilumim . . our economy would have been 
much more efficient and less dependent upon foreign aid , and con¬ 
cluded ". . . there is no doubt that with Reparations completed we 
are now better off. But would we not havelbeen sounder and healthier 
without them?" 12 To balance the score, an editorial in the same 
issue reminded the readers that individual compensation payments 
and Shilumim had , . played a large part in the life of the indi¬ 
vidual recipient and equally in that of development in general in 

Israel.” 13 

Dr. Shinnar’s reaction, in a letter to The Jerusalem Post, was 
restrained but sharp. He disagreed with those who minimized 
Shilumim’s impact on Israel’s economy and who professe t 
country would have been sounder and healthier without it- ow 
he did agree that Shilumim . . prolonged Israel's dependence on 
capital import.” 14 But he also called attention to the fact that 
“Shilumim increased investments and helped the growt o. ^ 
National Product." To Dr. Shinnar's mind, Shilumim helped bu 

a sound basis for a healthy economy. 

On April 29 the controversy was renewed with the argume ^ 
Shilumim “had only a marginal impact on Israel s economy. 

writer went on to say that without Shilumim Isiae " ol j c 

less inflation. One reader claimed that “it was morally and 
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noraically wrong to request or accept reparations and that we would 
today be much nearer to economic self-sufficiency and its correlated 
political and military freedom of action, had we chosen the harder 
and more honorable course of standing on our own feet and living 
within—not beyond—our means/' 18 However, another reader was 
startled by Israel’s claim that without Shilumim “we would have 
achieved the same, or even sounder results/’ The writer termed it 
“a speculation in retrospect,” and recalled “how the austerity regime 
could not be maintained longer than two or three years, and how it 
had to give way to the free market prematurely because the popula¬ 
tion refused to put up further with the hardships of everyday life, 
while the black market flourished in any case.” 17 These sample 
letters reflected the smoldering public disagreement over Shilumim. 

An English synopsis of the Hashilumim report, 18 written for a 
different audience and published in May, flatly rejected the critics’ 
claim that the “golden rain” of reparations had spoilt the people, 
inflated aggregate demand, detracted from the efficiency of the econ¬ 
omy, and led to rash spending. It recalled Israel’s extremely difficult 
foreign exchange position in the early 1950s, and argued that it is 
almost inconceivable that the economy could have proceeded 
smoothly towards a period of expansion without the flow of Repara¬ 
tion funds and other unilateral transfers. The public would prob¬ 
ably not have been willing to continue the austerity phase for 
another lengthy period in order to devote maximum local resources 
to investment.” It concluded that Shilumim had contributed to de¬ 
velopment “at a higher level of production, consumption and effi¬ 
ciency and a faster pace of economic growth than would have been 
possible without them. Israel’s industry, transport system, electricity 
network and merchant fleet all owe much to Reparation funds. 
Without them, industrialization may have been delayed for another 
decadel” Dr. Shinnar also felt that Shilumim funds had helped par 

ticularly to overcome the take-off difficulties {Anfangsschwierigheiten) 

of the economy of Israel. 10 
How to Evaluate Shilumim 

No single criterion can be used to evaluate the effects of additions 
resources on the various branches of industry or on the economy 
a whole. A number of factors ultimately determine to what exten 
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the economy benefits from any particular extra investment or import 
surplus. But extra resources do have effects on the total output, 
employment, the balance of payments, price levels, and efficiency. 28 

Economists usually consider additional resources at the margin in 
terms of their effect on consumption, investment, and exports. Sel¬ 
dom do they ask why and whence these additional resources came. 
So, in order to assess their marginal as well as their political or 
social impact on a particular economy, one can analyze the elasticities 
of substitution among different sources of funds. For instance, if I 
need a loan and cannot get it from Bank X, I can probably get it 
from Bank Y; here, the two sources of funds are perfect substitutes. 
But if 1 do not get a research grant from the Ford Foundation, it is 
not at all certain I will get it from the National Science Foundation 
or the Social Science Research Council. Similarly, if Israel had not 
received almost $800 million or its equivalent from West Germany, 
it is not at all certain that the young state could have obtained the 
same volume of resources from other sources, let alone on the same 
terms provided by the Bonn government. In that sense then, we must 
also pay attention to why and whence the funds came. 

An interesting methodology to measure the impact of additional 
resources on an economy was used in 1961 by Dr. Fanny Gin or, an 
economic adviser of the Bank of Israel. -1 She proposed first, in terms 
of aggregates, to measure the over-all contribution of extra resources, 
be they American grants-in-aid, Zionist gifts, or West German 
Shilumim, to investments, imports, consumption, and employment, 
and second, to determine their contribution to specific imports an^ 
specific investment projects. The assumption in both approac es l 
that imports and investments financed by, let us say, the l umun 
Agreement, would not have been equaled in its absence. Here 
impact is evaluated at the margin in terms of the effect o ex 
sources on such measurable aggregates as consumption, investm 

and total output. „ „ . . . Tf , 

Dr. Ginor calls this approach the “maximum effect pnncip . 

implies that without Shilumim funds total imports ^ , « w _ 

would have been less by the entire amount of DM 3.45 bi ^ ‘ 

ever, this “maximalist” assumption can be challenge on t e ^ /■ 
that because, since 1954, for example, gifts from abroad have een 

4< used to build up reserves and reduce short-term e 
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realistic to assume that the absence of reparations would have meant 

an equivalent decrease in imports/' a2 * 

Because numerous reservations can be made against the maxi¬ 
mum effect" principle, Dr. Ginor substitutes the “minimum effect" 
principle. Here, alternative sources of hard currency, or their equiva¬ 
lents, would have left investments and imports at exactly the same 
value levels as they were with, let us say, the Shilumim funds. But this 
view implies that all sources of foreign funds are perfect substitutes, 
which is unrealistic. Moreover, since two-thirds of Shilumim funds 
were in German-made goods, the structure of Israel s output, invest¬ 
ments, and consumption had to be different than it would have been 
had the West German government paid the entire DM 3.45 billion 
in foreign exchange. As it was, two additional factors further reduced 
the real value of the DM 3.45 billion: first, West German limitations 
on the annual spending schedule constrained Israel s time preference; 
and second, German insistence on tie-ins limited Israel's choice of 
goods as well as its ability to shop on the best market. 

Israel Without Shilumim: Some Possible Alternatives 

What might Israel have done to substitute for Shilumim funds? 
The Hashilumim report considers five alternatives: reducing im¬ 
ports; generating additional domestic resources; borrowing more 
heavily abroad; attracting more foreign investments; and obtaining 
more unilateral transfers, such as gifts from United Jewish Appeal 

and grants from the U.S. government. 28 

An evaluation of these alternatives suggests that although it would 
have been possible to replace most of the Shilumim funds, Israel s 
economic development would have been slowed down. 24 With domej- 
tic saving very low, it is probable that the high investment demand 
would have been .met through an open inflation. 25 And this very 
likely would have led to the downfall of the Mapai government. In 
sum, had there been no Shilumim, asserts the Hashilumim report, 
there would have been a change in economic policy. 23 Economic con¬ 
trols very likely would have lasted much longer. 27 On the other hand, 
Shilumim's critics were probably right that, in the absence of 
Shilumim, direct controls would have been scrapped sooner. For 
example, one reason for the sudden slowdown of economic liberalize* 
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tion was the assured source of foreign supplies which enabled the 
Israeli government to continue “without material changes in the 

present economic setup. 

Israels Economic Growth Rates , 1953-1966 

The rate of Israel’s growth has been quite remarkable, and the 
results truly impressive. Its Gross National Product, in Teal terms, 
rose annually from 1950 to 1967 at 9.3 per cent, or 3.4 per cent per 
capita; 20 by subperiods, the G.N.P. rose 12.1 per cent during 1950- 
1954’ 10.1 per cent annually from 1955 to 1959; and 9.5 per cent 
annually from 1960 to 1964. 20 These rates of growth are very re¬ 
spectable by international standards. 

The engine of economic growth and development is capital forma¬ 
tion, which enables an economy to expand its material, human, and 
institutional infrastructure as well as industry and agriculture. In¬ 
vestment funds can come from the private sector, the government, or 
foreign countries. The salient feature of Israel’s capital formation is 
that from 1949 to the present day, most of its investment funds have 
come from abroad. Professor D. Patinkin observed in this connection 
that during the first decade of the country’s independence “. . . the 
import surplus was more than enough to finance net domestic capital 
formation; that is, in other words, domestic savings were not only a 
source of financing the investment program, but were probably even 
negative/' 31 Other scholars stated that "Investment in Israel did not 
depend only, or even mainly, on saving but on the import sur¬ 
plus"; 32 in other words, the steady high level of investment was 
made possible by large and continuous import surpluses. 

From 1949 to 1965, the import surplus was $6 billion, 70 per cent 
of which was financed through unilateral transfers, in other words, 
by gifts from American Jewry, U.S. government grants, and West 
German Shilumim and restitution payments. 33 For a slightly different 
period, 1950-1967, the import surplus was $6.4 billion, and the total 
net capital influx was $7.4 billion, which enabled “the financing of 
the import surplus and the accumulation of foreign currency balances 
which reached $845 million at the end of 1967.” 34 Of this sum, $4.9 
billion came from grants and $2.5 billion from loans and invest¬ 
ments. 35 Of the $4.9 billion in grants, $775 million came from 
Shilumim and $1.2 billion from personal restitution; 33 thus almost 
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$2 billion or 40 per cent of all grants came from West German com¬ 
mitments made at Luxemburg in m2. From still another perspec¬ 
tive, Shilumim funds accounted for 22.4 per cent of all grants re¬ 
ceived from 1953 to 1964 and represented 78.1 per cent of all capital 

influx. 37 

Some critics have claimed that the “golden rain of grants” led to 
widespread misdirection of resources. In 1953, for instance, Dr, 
Landauer wrote ft das viele Auslandsgeld ruiniert uns ” 39 Others, like 
D. Cohen, charged that foreign funds have been used “extensively to 
bolster the high public and private consumption and also to finance 
questionable investments both in inefficient public ventures and in 
private 'approved enterprise’ with low added value.” 89 According to 
Cohen, these funds were used to finance imports “below the effective 
rate of exchange and exports above it,” 49 to subsidize the high level 
of disguised unemployment, especially in public services, as well as 
many inefficient agricultural settlements, to support manufacture of 
noncompetitive goods, and to finance costly public housing. 41 

To be sure, public financing of investment has been and still is 
heavy. In 1954, for instance, 74 per cent of total investment was 
publicly financed; in 1958 and 1959, 54 per cent was so financed, 42 
From 1960 to 1966, the share of publicly financed investments had 
declined to 43 per cent. 43 The public sector consists of corporations 
where more than 50 per cent of the outstanding stock is owned either 
by the central government, local authorities, or such national institu¬ 
tions as the Jewish Agency or the Jewish National Fund. 44 The share 
of housing in the total fixed investment was particularly heavy. For 
instance, from 1950 to 1954 it was 41 per cent of total investment, 
from 1955 to 1959, 34 per cent, and from 1960 to 1965, 33 per cent. 4 

It was probably the highest in the world. 

Yet to absorb the masses of immigrants, to protect against the 
strident and continuous military threats to the very existence of 
Israel, to develop the scant resources of the country, required huge 
outlays. Without proper roads and communications networks, the 
size of the internal market could hardly grow. Power and water were 
essential before economic development could even begin. It is incon 
ceivable that investments in the material, human, and institutions 
infrastructure could have been undertaken by the private sector. 
Private enterprise exists to make money, not to spend it on sewag e 
treatment or other worthy general social purposes. However, som e 
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body must do something about eliminating disease, pollution con¬ 
trol slum clearance, hygiene, and education, because the social bene¬ 
fits of these projects are large. And these tasks fall properly on the 
shoulders of the government; indeed, Adam Smith sanctioned gov¬ 
ernment intervention in the field of “public goods” almost two cen¬ 
turies ago. The government of Israel did assume the responsibility 
for projects benefiting the general social and public weal. 

As soon as Shilumim funds became available, The Israel Econo¬ 
mist declared that, after mass immigration and physical controls, the 
country “can make up for past errors and lay foundations for our 
economic independence.” 40 Israel’s heavy and persistent trade deficit 
made it an economically dependent country. Year after year, the 
country used more resources than it produced, and had to depend 
on outside help to make ends meet; in fact, Israel has been called a 
supported or an eleemosynary society. 47 According to Patinkin, its 
recurrent trade deficit “. . . represents the major failure of Israel's 
economic policy.” 49 Economic independence has been the subject 
of many debates, but its attainment still eludes Israel. 40 It was about 
1956 that Israel's infrastructure was well enough along to allow for 
concentration on the beginning of industrial development. 60 How¬ 
ever, it was not until 1954 that the government recognized that the 
country’s agricultural development was limited by the lack of water 
and arable land. Thereafter, the specific economic objectives of de¬ 
velopment were (1) provision of jobs for those who could not be 
absorbed by agriculture; (2) industrialization through import-sub¬ 
stitution; and (3) an absolute need to increase industrial exports. 

At the same time that the Israeli government was building its 
material infrastructure, the country was suffering from a ^ brain 
drain,” a flight of intellectual capital, which in many ways is gov¬ 
erned by the laws that control the flight of physical or material capi¬ 
tal. From 1948 to 1966, it was estimated that a total of 164,500 per¬ 
sons holding Israeli citizenship left the country for new horizons.^ 
This means that one of every 16 persons, or 5.3 per cent of all immi¬ 
grants to Israel, left the country. 63 Of course, many have returned 

and many others reside abroad temporarily. 64 

In addition to the bracing efforts of building up the country s 
infrastructure, material, human, and institutional, the government 
never lost sight of Israel’s need to be prepared militarily. Israel is 
probably the only small country that has never relied on the forces 
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of the United Nations or any large Western power for protection or 
for the actual defense of its borders. But the victories of Israel’s arms 
in 1948-1949, 1956, and 1967 have exacted an awesome price i n 
domestic resources. Keeping the country prepared militarily has 
heavily drained its foreign exchange holdings. For instance, from 
1948 to 1956 “in foreign currency alone an average of some 
370,000,000 was expended each year” on arms; 10 per cent or even 
more of the G.N.P. was spent on defense. 65 Since then it has been 
probably twice as much per year, and peace still eludes the Middle 

East. 

To assure survival and to increase its bargaining position in the 
struggle for sources of conventional weapons, Israel commenced 
work, on atomic weapons. As a result, in the mid - 1960s Israel 
emerged as the sixth nuclear power, after the United States, the 
Soviet Union, the United Kingdom, France, and China, According 
to one report, Israel most likely has six A-bombs of the Hiroshima 
type, sufficient to destroy the major cities of the neighboring Arab 
states. 56 Israel also has the requisite delivery systems: A-4 Skyhawk 
jets, F-4 Phantom jets, and MD 660 rockets, able and readily 
available to drop the bombs where needed. Of course, this report 
was denied in The Jerusalem Post as “speculative, unauthorized and 
unfounded” one week later. But this denial was not that Israel does 
not have the bomb, only that “Israel will not be the first to introduce 
nuclear weapons into the Middle East.” 67 

F t »ii 

The real question is whether possession of atomic weapons wm 
markedly improve Israel's security in the aftermath of the June war 
of 1967. 58 In the long run probably it will not, because the country 
is small and it will not have "any second-strike capacity in an atomic 
war with Egypt,” ep However, in the short run, possession of opera¬ 
tional nuclear weapons gives Israel an excellent bargaining position 
for conventional weapons from the Western powers. The late Levi 
Eshkol is reputed to have told President Lyndon Johnson that Israel 
would not expand its nuclear capability “if the United States made 
direct sales to Israel of conventional arms equal in quality to those 
Nasser was getting from Moscow.” 00 It was this bargaining tool that 
enabled Israel to obtain the 50 F-4 Phantom jets; previously most o 
its conventional weapons had come from France or West Germany 
Israel is indeed a unique country. It has a European standaid o 
living, a well-developed material infrastructure, an excellent huma 1 


265 


Economic Challenge for a Small Nation 

infrastructure, and a unique institutional infrastructure. No other 
country, per capita, has ever received more outside assistance than 
Israel, yet its trade deficit has been large and persistent. The coun¬ 
try’s military burden is very heavy, both in terms of domestic re¬ 
sources and requirements of foreign exchange. It is a nuclear power. 
\nd, despite its delicate foreign exchange position, Israel has been 
in the foreign aid business since 1954, 01 with a small, but extensive 
and very effective, program, which has earned the country much 
good will and reputation except in the Arab countries. 02 

Thus, as a nuclear power and as a country giving foreign aid to 
some ninety countries, Israel is a developed nation. On the other 
hand, the inability to pay its -way on current account means that it 
needs tremendous quantities of outside help. Israel’s economic policy 
has always aimed at building and maintaining a progressive economy 
in agriculture, industry, tourism, and science, while at the same time 
preserving a suitable standard of living. Neither at the end of 
Shilumim nor in the early 1970s has Israel been able to strike a bal¬ 
ance between economic growth and the standard of living. 

Progress in the welfare of the population has been to a considera¬ 
ble extent mined from the development of the country and the 
achievement of a posture in trade balance. From 1958 to 1964 Israel s 
G.N.P. gTew on the average from 10 to 11 per cent, and the peT 
capita G.N.P. about 6 per cent. 03 It is important to keep in hihid* 
however, that rapid growth of the G.N.P. does not automatically 
mean salability of the output. As one miter put it, ... an econ¬ 
omy’s mere physical ability to pump out an ever greater quantity 
of goods and services will be of little use in increasing growth if 
the output is not fully salable, both domestically and interna¬ 
tionally.” 04 West Germany, for example, has not chalked up such 
impressive growth rates as Israel, but its export recoid in the 1950s 
and 1960s has been the envy of the world. One reason for this sue 
cess was that, for a long time, the export business was more profitable 
than domestic sales. 05 Israel, on the other hand, did not successfully 
restrict domestic demand, and inflation continued year by year. 
Continuously rising domestic price levels tend to make sales in the 
home market more attractive than sales abroad; and as one writer 
noted, “the shift from export activity to production for the home 
market will be intensified to the extent that rises in domestic costs 
make it unprofitable to dispose of stock abroad at going wor 
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prices.” 07 Inflation thus stimulates consumption and penalizes ex- 

ports and savings. 68 , . 

Despite rapid growth of the domestic product, continuous indus¬ 
trial diversification, and impressive gains in merchandise exports, 
Israel’s industrial products, by and large, axe still not competitive on 
the world markets. 09 In 1965, after a decade of intense effort at 
diversification and the creation of many plants for import-substitute 
products citrus fruit and polished diamonds still accounted “for at 
least half of total merchandise exports.” 70 This high degree of export 
concentration shows clearly where Israel’s competitive edge on the 
world’s markets lies. It has been said repeatedly that Israel’s stupen¬ 
dous economic growth has resulted from the availability and success¬ 
ful assimilation of billions in gifts from world Jewry, the American 
government, Shilumim, "and German compensation payments. 1 
From 1949 to 1965, world Jewry provided 59.2 per cent of all 
unilateral transfers (gifts) and long-term capital as a percentage of 
import surplus. 72 The share of the United States was 12.2 per cent, 
and West Germany accounted for 28.9 per cent. In 1960, however, 
West Germany’s share was 51.5 per cent, and in 1963 41.4 per cent. 

In Israel all realists believe in miracles. In fact, according to Dr. 
Goldmann, Prime Minister Ben-Gurion told him after signing the 
Luxemburg Treaty: “You and I have had the good fortune to see 
two miracles come to pass, the creation of the State of Israel an 
the signing of the agreement with Germany. I was responsible ^ or 
the first, you for the second. The only difference is that I always a 
faith in the first miracle, but I didn’t believe in the second one unti 
the very last minute.” 73 At the end of Shilumim, however, m ) 
worried about what would happen “. . . when the Israeli ba a nc 
of payments loses the support of the influx of German marks throug 

reparations.” 74 

Even though Shilumim funds were used to build up infrastruc u 
and diversify industry, Israel has not been able to stop inflation 
expand its exports rapidly enough to reduce its excessive re ia ^ ^ 
on foreign gifts. The list of analyses of the major faults of 
economy is long. 73 One of the major reasons for economic disappo tQ 
ments has been the “half-war, half-peace” milieu, which e ^ 
“heroic” attitudes toward economic questions, with the virtue^ ^ 
economic calculations of profit and loss generally condemn 6 
cowardice, and terms like “profitable,” “effect on balance o P 
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ments,” and “economically viable” generally regarded as dirty 
words. 78 But as long as Israel is not able to make peace with its Arab 
neighbors, strategic considerations are of paramount importance and 
the economy cannot be left to economists alone. 

The intriguing question at the end of this study is what will hap- 
pen to Isrzici s economic development should peace come and past 
sources of unilateral transfers dry up? Any projection is necessarily 
clouded by political, social, and economic imponderables, but as a 
small country Israel suffers from certain debilities of smallness. 

At the end of Shilumim, Israel’s territory comprised almost 8,000 
square miles (21,000 square kilometers) with a population of 2.5 
million. It was a small country. The years after World War II wit¬ 
nessed the emergence of a few score new, independent and economi¬ 
cally backward, but mostly small and very small countries. In 1967, 
for instance, 134 sovereign states and 32 nonsovereign countries 
made up our planet. 77 Eighty-five of the sovereign states had a popu¬ 
lation of less than ten million, and sixty-four countries had less than 
five million. In the early 1960s, out of 112 countries and territories 
classified as underdeveloped by the United Nations, no fewer than 
ninety-one had a population of less than fifteen million and sixty-one 
had less than five million. 78 In mid-1969, a UN study reported that 
there were ninety-six "vest-pocket” countries, “mini-states,” or “see- 
throughs,” with populations under one million, which are already 
sovereign or moving toward independence. 70 

Israel is a small country, but what exactly is a small country? What 
characteristics make generalizations possible? Is smallness determined 
by territory, population, or both? Experts differ, 80 but there is some 
agreement on the principal economic characteristics. In population, 
small countries range from 1 to 30 million, and in territory from 
10,000 to 20,000 square miles of usable land. Excluded are such 
microstates as Malta, Monaco, Andorra, San Marino, and the island- 
state of Nauru, with its population of only 3,000. For our purposes, 
William G. Demas’ upper limits—less than 5 million people and 
from 10,000 to 20,000 square miles of arable land—will be used 
because they more closely approximate Israel’s size. 

AH small nations have common economic characteristics and 
certain disadvantages of smallness. 81 These, in turn, impose con¬ 
straints on their economic growth, the efficiency of their economic 
activity, and their international trade. 82 They possess fewer natural 
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resources than large countries, and their mineral wealth is “likely to 
be less varied and less abundant;* 83 Their “economic structure . . . 
is typically less diversified than that of larger units,” 84 This means 
that small nations must concentrate their economic activity in only 
a few sectors. Thus, the resources in a small country “are likely to 
be highly skewed,” 85 whereas their aggregate domestic demand is 
likely to be highly diversified. And resource skewness compels them 
to exchange their few resources for a wide assortment of imports. 
Israel has no appreciable natural resources, except the Dead Sea 
minerals, that could be exploited economically at the present time. 

The second salient characteristic concerns the effect of a small 
population on national economic efficiency. The market size is 
“probably too small to get all the technical economies available.” Ba 
According to Demas, this is especially disturbing for a very small 
country, which he defines as one with less than 3 million people, 
because “its very small absolute size of population imposes sharp 
limits on the extent to which it can economically produce inter¬ 
mediate and capital goods for the home market.” 87 For instance, 
small countries do not usually possess aircraft, automobile, engineer¬ 
ing, or machine-tool industries; as a result, they must import almost 
all such goods. Except for defense-related capital-goods production, 
Israel has no capital-goods industries to speak of. 


A third economic characteristic is that a skewed resource pattern, 
potentially prohibitive production costs for industries using advanced 
technology, and little diversity of industrial activity compel small 
countries to overspecialize in a few products; they develop what 
Professor Kuznets has called a “few loci of comparative advantage. 
Switzerland, for instance, is famous for its watches, and Denmark 
and New Zealand for their high quality agricultural commodities. 
Switzerland’s highly developed industry and Denmark’s and Nev 
Zealand's highly developed agriculture have enabled these nations 
to establish themselves on the "world markets despite their size. Israe 
has citrus fruit and diamonds. 

The point to keep in mind is that all small nations must export 
to live. This necessity is reflected in the foreign trade statistics 
small countries, which show a high ratio of trade volume (export 
and imports) to Gross Domestic Product. The high ratio reflects tij 
degree of all small countries’ dependence upon foreign markets. 
Small and underdeveloped countries frequently have only two 
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three export commodities. For example, in El Salvador, Nicaragua, 
Costa Rica, Honduras, and Guatemala, coffee, bananas, and cotton 
account for 75 per cent of total exports. 00 In 1949, citrus fruit and 
polished diamonds accounted for 80 per cent of Israel’s total mer¬ 
chandise exports, and in 1965 these same products still accounted 
for at least half of total merchandise exports. 01 

This pattern for small and underdeveloped countries still prevails. 
It means, in fact, that self-determination does not necessarily follow 
with political independence, and that all small countries, especially 
if they happen to be economically backward, are actually dependent 
countries. The “domination effect” of large countries can be some¬ 
what mitigated only for the highly industrialized small nations that 
sell in markets where the demand for their products enjoys wide 
acceptance. However, for most nonindustrialized small nations the 
“domination effect” or “dependence status” is a fact of life because 
they have little to sell and the range of “alternative markets for 
the exports” is limited, 02 Mrs. Joan Robinson observed in this 
connection that “a large nation, with a large internal market within 
the orbit of its political control, has important economic advantages 
over a small one. The small nation has to weigh the prospects of 
gain from specialization against the security of home production for 
home consumption, while the large nation can enjoy a great deal 
of both.” 03 Specialization without the underpinning of a large 
domestic market tends to impose upon small countries penalties 
of specialization” because of the great risks associated with foreign 
trade. 01 


Manifestations of a Dependent Economy 

The foregoing suggests that all small countries aie dependent 
economies by definition. But what is a more precise definition of a 
“dependent economy”? For a meaningful generalization we must 
seek empirically testable relations. What factors and relationships 
can be singled out that would hold true under different circum¬ 
stances in space and time? Although many variables are difficult 
to detect and escape measurement, the following dependence 
indicators,” all of which are quantitative, have been suggested by 
one scholar: 05 (1) a high ratio of the value of a nation s external 
trade to Gross Domestic Product; (2) a high ratio of “essentials” to 
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total imports; (3) heavy foreign indebtedness; (4) urgent needs for 
foreign capital funds; (5) necessity to import foreign know-how and 
skilled workers. These dependence indicators could also apply to 
some large countries, especially when they are in the early stages of 
structural transformation, but in small countries these economic 
disabilities are magnified. 

Although there are five dependence indicators that apply to Israel, 
we shall stress only the particularly important ones, namely the 
“high ratio of ‘essentials’ to total imports,” and "heavy foreign 
indebtedness.” All small countries have a highly skewed resource 
pattern and a limited domestic market for capital goods. The size 
of the home market particularly constrains the operations of heavy 
equipment and machine-making industries. Because these industries 
require large-scale plants for efficient production, mass production 
is not economically feasible in a small country unless it can rely on 


assured foreign markets. Thus, by and large, observes one writer, 
"the small countries do not possess the large-scale industries which 
require large markets for support.” 06 Another writer speaks in this 
connection, of the "sub-optimal nature of too small an economy.” 07 
Still another economist has demonstrated that even with high per 
capita incomes, the smallness of a country severely limits the extent 
to which it can efficiently produce intermediate and capital goods. 09 
That is, "the limited size of their home markets excludes small 
countries from some industries in which optimum efficiency is 
attained only in very large scale production.” 00 On the othei hand, 
a small domestic market has little or no effect on the service sectoi, 
agriculture, and the production of most consumer goods. 100 

The poor and small countries with only one or two export 
commodities find it particularly difficult to earn enough hard cur 
rency to pay for the indispensable imports. All disturbances to 
trade affect small countries in a decidedly unfavorable way, the 

• . - f. U £ 

man on the street knows that when big countries sneeze, it is 
small countries that catch pneumonia. Their economic dependence 
is characterized by a marked difficulty in gaining access to foreign 
markets. Small poor countries must always fear the possible dange 
of substitution of their exports by some synthetic. Moreover, P rice 
of essential imports may also change, that is, the terms of trade to- 
become less favorable. Thus, small countries are extremely vuln e 
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able* they are dependent nations, par excellence. In 1953 Levi 
Eshkol estimated that Israel would need at least S250 million 
annually to cover the essential imports. At that time, Israel’s exports 
earned only a fifth of that sum. 101 At the end of Shilumim in 1965, 
Israel’s exports covered 59.0 per cent of imports. 102 

The other important dependence indicator refers to heavy foreign 
indebtedness, that is, to an excess of external liabilities over external 
assets. Despite the fact that almost all small poor countries export 
only a few primary commodities, the export sector accounts for a 
large percentage of their national income. The world prices of 
primary commodities, be they minerals, oil, or agricultural staples, 
fluctuate substantially, continuously, and notoriously; consequently, 
the instability of hard currency earnings affects profoundly, and mostly 
negatively, domestic savings, investments, and national output. 
Since, as a rule, small underdeveloped nations are deficit countries 
on foreign account, it is virtually impossible to insulate them against 
the wide fluctuations of foreign exchange earnings. The best way 
out is to supplement domestic resources by borrowing abroad or 
by asking for developmental assistance in the affluent capitals of the 
world. Because most low-income countries do not have access to the 
capital markets proper , 103 they must borrow either on a short-term 
or medium-term basis. Indications are that the world s poor, laTge 
and small, are plunging deeper and deeper into debt. 

How much foreign indebtedness can an underdeveloped country 
properly service? The old-fashioned golden rule was that debt 
service should not exceed 10 per cent of external earnings. 104 That 
is, the relative burden of foreign indebtedness, as measured by the 
ratio of service payments to external receipts, 105 should not be 
greater than 10 per cent. The debt-service burden for many under¬ 
developed countries, however, exceeds this conventional limit. The 
trend to international indebtedness among the developing countries 
is growing. For example, the average annual debt service of one 
hundred underdeveloped nations grew from 3 per cent of external 
earnings in 1956 to 7 per cent in 1962, and then to almost 10 per cent 
in 1968. 100 These figures refer only to interest charges on the foreign- 
held debt, excluding dividend and amortization payments. One 
writer has observed that "taking the developing countries as a unit, 
the debt service is on the average about 12 per cent of their yearly 
export earnings and showing a steady upward trend. 107 Israel s 
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external debt on July 31, 1964, was $1 billion and to service it 
required 18 per cent of Israel’s current export earnings. 106 

Thus, growing indebtedness poses particularly serious problems 
for the* future of the small poor nations. A heavier foreign-debt 
burden means that a growing proportion of hard currency export 
earnings are unavailable for the importation of capital goods. While 
the large but presently still poor countries can develop their own 
capital goods industries and thus become less dependent, the small 
countries, as suboptimal economies, will have to import capital goods 

as long as they exist. 

The point to keep in mind is that a skewed resource pattern and 
potentially prohibitive production costs for industries using advanced 
technology compel small countries to overspecialize in a few products. 
All small nations must export to live, which is to say to pay for the 
indispensable imports. They cannot industrialize like India or Brazil 
by developing their own capital-goods industries, but must finance 

industrialization through exports. 100 

Seen in this context, when peace in the Middle East finally comes, 
Israel will not be able to escape the strictures of smallness and it 
will have to pay attention to the time-tested economic verities, which 
foT a variety of reasons it has disregarded in the past. Then it will 
cease to be an atypical small country. The days of the heroic two 
decades of independence will be a memory, when Ben-Gurion, 
Sharett, Dan, Sapir, Eshkol, Kaplan, Moses, Shinnar, and other 
olim built the infrastructure and set up noneconomic industries for 
strategic reasons. 
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World Jewish Congress 
Political Department 


COPY 


55, New Cavendish Street, 
London, W.l. 


The Rt. Hon. Lord Henderson, 

Under Secretary of State for Foreign Affairs, 
Foreign Office, 

Whitehall, 

London, S.W.L 


25th July, 1950. 


My Lord, 

I have the honour, on behalf of the World Jewish Congress, represent- 
ing Jewish communities and organisations in over 60 countries, to 
submit that the following considerations with regard to Jewish claims 
on Germany may be taken into account in the present Allied discussions 

on the German Occupation Statute. 

The World Jewish Congress requests that in the revised Occupation 
Statute or in any other international instrument relating to the future 
Government of Germany, provision may be made to safeguard the rights 
inherent in, or arising out of those claims. 

The Jewish claims on Germany are based on the fact that the German 
people is bound to accept responsibility for the acts of the legally 
constituted Government of the German Third Reich which ruthlessly 
massacred nearly six million Jews in Europe for reasons only of their 
race and religion, confiscated and otherwise wrongfully deprived the Jews 
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of Europe of properties and assets of incalculable value and destroyed 
the institutional, cultural and religious life in every Jewish community 
in the countries under German occupation before and during the Second 

World War. 

It is necessary to recall that the Nazi Government came to power 
with the consent, and by the act, of the constitutionally elected repre¬ 
sentatives of the German people. On 24th March* 1933, the German 
Reichstag by a four-fifth majority of its members, 447 against 92, voted 
for die Bill which authorized Hitler to abolish all German laws and to 
introduce new ones at his discretion. That Bill was not forced upon the 
other parties by a majority consisting of members of the Nazi party, 
nor, at that time, had the Nazi party gained the power to adopt totali¬ 
tarian methods. By that fateful vote, Nazi rule became legalised and 
legitimate, and parliamentary authority was given, consciously and 
deliberately, to make wrong right and lawlessness lawful. In the case of 
the Jews the consequences of this act of the German parliament were 
made known in advance to all Germans and were, therefore, constitu¬ 
tionally sanctioned by the German people. The redress of the wrongs to 
the Jewish people, thus legally authorised, becomes the responsibility of 
the German people, and thereby, of the present German Government. 
The President and the Chancellor of the West German Federal Republic 
have stated that their Government is desirous of redressing the wrongs 
done to the Jews. While the sincerity of these declarations is not ques¬ 
tioned, they only state a general principle but offer no practical remedies. 

The World Jewish Congress summarises in the following points some 
of those measures which the German Government should be obliged 
carry out in fulfilment of the rightful claims of the Jews, 

1. Official publication on persecution 

While the leaders of the present West German Government recog¬ 
nise the wrongs done to the Jews, they will be unable to do justice 
long as German public opinion does not accept the facts of the heino ^ 
crimes committed by the Nazi Government in the name of the 
people. Five years after the end of the war and notwithstanding ^ 
efforts made by the Allied Powers, a great part of the German P e0 ^ 
is, or pretends to be largely unaware of the scope of the ca aon^ 
inflicted by the Nazi Government upon the Jewish people all o* 
Europe, and believes all reports of the persecutory measures inc u ^ 
the murder of millions of Jews in the gas chambers of the Nazi c 
centration camps, as Allied and Jewish propaganda. Unfortuna 
the failure of denazification and the cessation of war crimes tna ^ 
Allied tribunals have been a factor in the German people s fai ur 
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appreciate the appalling crimes committed, in their name, against the 
Tews of Europe. One alarming consequence has been the re-emergence 
of reactionary elements in Germany which again propound and dis¬ 
seminate the noxious doctrines of anti-Semitism which constituted one 
of the foremost weapons of Adolf Hitler in his pursuit of political 

^ German Government, in pursuance of its duty of eradicating 
the evil doctrines of Nazism and of impressing the German people 
with a sense of responsibility for the iniquities of the Third Reich, 
should undertake the obligation to explain to the German people, in 
an officially compiled publication, the facts of the mass exterminations, 
the robberies and persecution inflicted upon European Jewry by the 
Nazi regime, in order that there should be no room for doubt in Ger¬ 
man minds that these crimes actually were committed and that there 
is justice in asking Germany to satisfy Jewish claims, resulting from 
{Eg Third Reich's war on ihe Jews. This obligation should be included 
in any new instrument of agreement between the Allied Powers and 
the German Federal Republic. 

2. Incitement to race hatred 

The Government of the Third Reich inaugurated and put into 
execution in Germany and throughout the world an anti-Semitic move¬ 
ment which poisoned the minds of millions of people in Germany and 
abroad. This movement was the one of the chief means employed to 
destroy democratic Government in Germany. It is, therefore, in the 
words of para. 3 of the present Occupation Statute, essential to pre¬ 
serve democratic Government in Germany that incitement to race 
hatred should be made a severely punishable crime by German law. 
It is important, particularly, that Germany should follow the recom¬ 
mendation of Article 7 of the Universal Declaration of Human Rights 
that "all are entitled to equal protection against any discrimination in 
violation of this Declaration, and against any incitement to such dis¬ 
crimination." It is urged, therefore, that, firstly, the Allied Powers 
should retain their authority under para. 3 of the present Occupation 
Statute and have the power to advise the German Government to enact 
legislation in the direction stated, and, secondly, that the German Gov¬ 
ernment should undertake an obligation to enact legislation making 
incitement to race hatred a severely punishable crime. 

3. Re-education 

Hitler and the Nazi Government poisoned the minds of German 
youth through indoctrination with teachings of which chauvinism and 
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anti-Semitism were a particularly important feature. That these teach¬ 
ings have produced effects which have not yet been removed is shown 
by the numerous acts of desecration of Jewish cemeteries committed by 
German youths since the end of the war. The re-education of German 
youth on the lines of democratic ideas is, therefore, vital in the interests 
of Germany herself, in order, in the words of para. 3 of the present 
Occupation Statute, “to preserve democratic Government in Ger- 
m my “ It is considered imperative that this, also, should be retained, 
asa Matter reserved to Allied control, in any revised Occupation Stat- 
ute and that, in consultation with Allied authority, the German Gov- 
ernment should undertake to enact measures for the revision of school 
and other text books, as well as for the screening of teachers in German 
educational institutions, with a view of eradicating chauvinist and anti- 
Semitic teachings and to prevent any revival of discrimination and race 

or religious hatred. * 

4. Crimes against humanity 

The transfer to the German authorities of jurisdiction in relation to 
trials of Germans accused of war crimes and of crimes against human- 
ity has not proved effective. Large numbers of persons chargeable with 
such crimes have not been brought to justice, and experience has shorn 
the necessity of including in any new agreement between the Allied 
Powers and the German Federal Republic an obligation by the Ger¬ 
man Government to fulfil its undertaking to bring to justice those 
accused of war crimes and crimes against humanity, by a speedy an 
effective procedure, and that pending trials should be expedited. Moie- 
over, the German Government should be obliged to undertake that, 
in such trials, the principles laid down in the Four Power Agreement 
on Procedure against Major War Criminals, and governing the In 
national Military Tribunal at Nuremberg, shall be applied. ^ 
Although the laws of humanity are legal rules in harmony wit t 
principles recognised by all civilised nations (Article 38(c) of the Statu ^ 
of the International Court of Justice) and although these laws y 
recognised in Article 152 of the German Constitution of 1 

and by Article 1 (2) and by Article 25 of the Basic Law of 
Germany, recent judgments by German tribunals in cases of P erS ^ 
charged with crimes against humanity have shown a tendency to 0 
ride or ignore these international rules and to rely upon the e ^ 1 ^ fiSC 
German law which provides a facile escape for those accused o 
crimes. There has been an increasing tendency on the part of ce 
tribunals trying cases of crimes against humanity, to accept the e _ ^ 

of "superior orders" or of "Notstand." This defence plea has 
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rejected by the International Military Tribunal at Nuremberg and by 
other Allied tribunals, judging cases of persons accused of crimes 
against humanity. Should the plea of "superior orders" and "Not- 
stand” be accepted in future trials of German war criminals, it is 
unlikely that any German will suffer punishment either in particular 
crimes or in relation to the mass murder of many hundreds of thou¬ 
sands of Jews in the gas chambers of the Nazi concentration camps, 
and by other means. 

It is submitted that in any new instrument between the Allied 
Powers and the German Federal Republic, the German Government 
should accept unequivocally the principle adopted by all civilised 
nations that crimes against the laws of humanity are punishable, and 
should undertake to enact legislation to the effect that in charges of 
crimes against humanity the defence of "superior orders" or "Not¬ 
stand" is not admissible. 

It is urged also that the powers reserved to the Allied authority 
under para. 2 (i) of the present Occupation Statute should be retained 
and that any revised contractual instrument between the Allied Powers 
and Western Germany should provide that no amnesty, pardon or 
release in relation to sentences for crimes against humanity will be 
granted by the German authorities without the consent of the Occu¬ 
pation authorities in respect of sentences imposed by German as well 
as Allied tribunals. 

5. Restitution 

The measures promulgated by the Allied authorities in Germany 
since the end of the war to restore to the rightful owners or their 
successors properties and assets confiscated and otherwise wrongfully 
appropriated by reason of the oppressive enactments of the Third 
Reich directed against Jews have either not yet been fully carried out 
or have proved defective by reason of inadequate procedure. Although 
implementation of restitution measures has been entrusted to German 
agencies and courts, restitution, a reserved matter under paia. 2(b) of 
the present Occupation Statute, is the direct responsibility of the 
Occupying Powers. Processing of the claims has not yet progressed to 
any great extent and will require to be continued for several years to 
come. The Germans have shown reluctance in implementing the exist¬ 
ing Allied enactments in respect of restitution and they have shown 
little, if any, desire to introduce the further legislation required to give 
full effect to the accepted principle of restitution. In addition, the 
existing restitution legislation has provoked obstruction on the part 
Of the Germans illegally in possession of property belonging to victims 
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of persecution. There is danger that the existing laxity on the part of 
German authorities and the pressure exercised upon them by groups 
directly involved are likely to result in a serious curtailment of the 
implementation of the restitution measures in existence if and when 

Allied control is suspended or relaxed. 

It is essential, therefore, that restitution remain a matter of Allied 
concern within the terms of any revised Occupation Statute. It is urged 
also that, in any new instrument between the Allied Powers and the 
German Federal Republic, the German Government should undertake 
to respect and to implement the restitution legislation enacted by the 
Allied Powers and that the procedure for implementation should be 
speeded up and improved in order that the properties of the victims 
of Nazi persecution should be restored to the legitimate owners, with- 
out delay and without undue cost to them. 

6. Compensation 

Legislation designed to restore to the true owners the properties of 
victims of Nazi persecution covers an important part of the economic 
losses suffered by them. Such legislation cannot, by virtue of its limited 
nature, make good the damage and injury by way of loss of life, health, 
liberty and possessions no longer recoverable. These losses, su far as 
their material consequences are concerned, must be made good by ade¬ 
quate measures for payment of compensation. Last year a Geneial 
Claims Law was enacted in the U.S. Zone of Germany, and legislation 
providing for partial compensation mainly in respect of deprivation of 
liberty, is in operation in the British Zone, while laws not yet in force 
have been adopted in the Laender of the French Zone. 

Moreover, the existing legislation is inadequate in application an 
inefficient in procedure. The basis upon which the legislation had been 
enacted is that compensation is payable only to those victims of iacia 
and religious discrimination who were resident in Germany on a par 
ticular date; in the American Zone the date is 1st January, 1947, n* 
the British Zone, 1st January, 1948, while in Hamburg the date 
even as late as 1st January, 1949. These dates are arbitrary' and ha' 1 - 
the effect of debarring from legitimate compensation many thousan s 
of Jewish and other victims of the Third Reich who suffered injury ai ^ 
damage through imprisonment in concentration camps, and throiig 
the various other measures of persecution inflicted upon them by t 
Nazi regime. To limit and even to abrogate the just rights of t 
victims by fixing a terminal date of residence in Germany is unreas 
able and unjust. No such limitation was fixed by the Nazi Governrne 
in pursuing and executing the measures of persecution. i 11 
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mining factor in the payment of compensation should be the fact and 
the extent of the damage inflicted, irrespective of whether the victim 
was in Germany. Few of the surviving victims of the Nazi regime can 
ever be adequately compensated for the losses and injuries they suf¬ 
fered through persecution; to submit them to a residence test in 
Germany is to deprive them of common justice. 

It is submitted, therefore, that under any revised Occupation Statute 
the matter of compensation should be reserved to Allied control, and 
that any new instrument between the Allied Powers and the German 
Federal Republic should contain a provision obliging the German 
Government to adopt for the whole of Western Germany a General 
Claims Law of compensation for the victims of Nazi persecution irre¬ 
spective of their presence in Germany or not, and without relation to 
the date of such residence. 

7. Position of absentees 

In consequence of the persecutory acts of the Nazi Government there 
are in Germany to-day only about 25,000 Jews, compared with 580,000 
in 1933. The problems of restitution and compensation must, there¬ 
fore, be considered largely from the viewpoint of owners of property 
and claimants now living in foreign countries. It has to be emphasised 
that as far as restitutable property is concerned, foreign ownership 
did not come about by someone abroad acquiring property in Ger¬ 
many, with full knowledge of the risks involved. It was the result of 
the forced emigration of the owners who at the time of acquisition 
were residents of Germany and were, in most cases, citizens thereof. It 
is submitted that any new settlement with Germany would be incom¬ 
plete, if, in respect to restitution, no guarantees were included therein 
to guard against the possibility of discriminatory treatment by German 
authorities to the disadvantage of the absent owners of these assets, 
whether as regards taxes or other levies or the holding and adminis¬ 
tering of such property. Furthermore, having been forced to leave 
Germany, many owners are not in a position to maintain the owner¬ 
ship or, for reasons of currency regulations or otherwise, to administer 
their holdings to their legitimate benefit. It is therefore urged that 
these persecutees be given the possibility of liquidating then assets on 
reasonable conditions with the right to transfer the equivalent received 
to their present residence, whenever they desire. In addition, since all 
the owners of these assets were victims of Nazi persecution, who were 
either expelled from the country or otherwise excluded from acti\e 
participation in the public life of Germany and deprived of all rights 
of citizenship, their properties ought not to be subjected to any taxes 
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or levies imposed upon the general population in order to remedy the 
financial consequences of the war waged by Germans or its aftermath 
(inflation, reparations, occupation costs, etc.), 

C oiDpcasation payments also, if made in local currency, would be 
of little advantage to beneficiaries living abroad, unless there is ade¬ 
quate machinery to enable them to use these payments in the country 
of their present residence. 

It is submitted, therefore, that the German Republic should be 
obliged to facilitate such transfers within reasonable limits. 


8. Collective Jewish claims against Germany 

Even if the before-mentioned measures of individual restitution or 
compensation were to be fully implemented, only a comparatively small 
number of Jewish victims of Nazi persecution—those who resided or 
had property in Germany or happened to be liberated on German 
soil—would receive partial indemnification; but not more than a frac¬ 
tion of the losses inflicted upon the Jewish people by the Germans 
during the era of Nazi domination of the European Continent would 
thus be made good. No one can bring back to life the six million Jewish 
men, women and children who were starved, tortured, shot or gassed 
to death by the orders of the Third Reich. Nor is it possible to resur¬ 
rect the flourishing Jewish communities of Europe which were irre¬ 
trievably destroyed by the cruelly calculated destructive measures of 
the Germans. Irreparable harm was done by these inhumanly criminal 
acts, perpetrated in ruthless compliance with “superior orders, to the 
surviving members of these Jewish communities and to the Jewish 
people as a whole which has severely suffered biologically, culturally 
and spiritually as a result of the barbarities of the German Nazi regime. 

These crimes have created a responsibility on the part of the German 
people, which the German Government must discharge on a collective 
basis, as a measure of indemnification to the Jewish people. The Ger 
man Federal Republic should, therefore, assume an obligation in an 
instrument of agreement with the Allied Powers, to indemnify t ie 
Jewish people by material compensation in goods, sendees or otherwise, 
commensurate with its share of responsibility for the German State 
a whole. These payments should be made available to and utilised ) 
responsible Jewish organisations in their efforts to rebuild the 
nants of the destroyed Jewish communities in the countries where 
survivors of the Nazi anti-Jewish persecution have found refuge m 


new homeland. 

In determining the extent of collective indemnification, re §^ 
should be had to the Paris Agreement on Reparations of Decern 
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1445 . Under Article 8 of that Agreement, a small fund of German 
foreign assets in neutral countries was set aside for the benefit of non- 
repatriable victims of Nazi aggression. This was done in recognition 
of the fact that certain categories of victims of Nazism would not 
benefit from the reparations paid by Germany to the Allied Nations 
under the Reparations Plan. At that time it may have appeared that 
the number of such victims was comparatively small, since it was in¬ 
tended to cover the pitifully small number of survivors of the concen¬ 
tration camps in Germany who did not desire to return to their 
countries of residence where all their kith and kin had been slaugh¬ 
tered and where the poisonous anti-Semitism instilled by the Germans 
still permeated these countries. Since then, however, the number of 
Jews who, for these reasons, could not remain in their homelands has 
incrc 2 scd greatly. Jewish communities all over the world have been 
making the greatest sacrifices to provide for the present needs of these 
uprooted persons as well as for their re-settlement and rehabilitation. 
This task will continue for years to come and will require very con¬ 
siderable funds. Justice demands that this burden be shared by Ger¬ 
many and that the Federal Republic be made to assume a clear and 
unequivocal obligation to this effect. 

9. International supervision of burial places of victims of posecution 

There are throughout Germany a number of burial sites containing 
the mass graves and places of interment of those who perished as a 
result of Nazi persecution. In a number of such areas, such as Bergen 
Belsen, Ravensbrueck and Dachau, the large majority of persons buried 
were jews; but in Bergen Belsen alone, the number of Jews buried in 

the mass graves is estimated to be 40,000. 

Article 29 of the Geneva Convention does not apply to the care and 
maintenance of these burial places of victims of persecution. The men, 
women and children interred in them did not die as soldiers in battle. 
They were not war casualties in the accepted sense of the term. They 
did not die as political prisoners. They were the victims of the Nazi 
plan of mass extermination of civilian populations. They were mur¬ 
dered by brutalities and deliberately executed. 

It is considered vital that, with the reduction and eventual with¬ 
drawal of Allied control in Germany, proper provision should be made 
for the protection and maintenance of these burial sites. Reference has 
already been made to the numerous desecrations of Jewish cemeteries 
in Germany since the end of the war, and these lend emphasis to the 
view that these places of interment of victims of Nazi pei secution, 
cannot and ought not be left only to German care and maintenance. 
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The World Jewish Congress requests that the burial places through¬ 
out Germany, where the hundreds of thousands of the murdered 
victims of Nazi brutality are interred, should be placed under inter- 
national supervision, in perpetuity, and that their care should be 
entrusted to an international consortium of the Governments to whose 
nationality the victims belonged; that such an international body 
should include the Government of Israel; and that the World Jewish 
Congress, representing Jewish communities and organisations outside 
Israel, should be associated with it. The World Jewish Congress urges 
that provision to tins effect should be incorporated in any agreement 

between the Allied Powers and the German Federal Republic. 

I am, My Lord, 

Yours faithfully, 

^ (Signed) A. L. EASTERMAN 

A. L. Easterman, 
Political Secretary 


An identical copy of this communication was sent to. 

His Excellency Monsieur Rene Massigly, 

Ambassador of France, 

French Embassy, 

58, Knightsbridge, 

London, S.W.l. 
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World Jewish Congress 
Political Department 


55, New Cavendish Street, 
London, W.l. 


From: A. L. Easterman STRICTLY CONFIDENTIAL 

LIMITED DISTRIBUTION 


GERMANY 

Note of conversation with Lord Henderson, 
Under-Secretary of State for Foreign Affairs , 

(accompanied by Mr. Wilson), at the Foreign 
Office, London, on Thursday, January 11, 1951, 
from 11 a.m. to 12.45 p m. 

IMPENDING Mr. Easterman told Lord Henderson that, as public 
SOVEREIGNTY reports and other information reaching us indicate 

an imminent change in Western Germany's politi¬ 
cal status and the consequent withdrawal of Western 
Allied authority in Germany, this was a particular y 
important moment to discuss with him, as repre¬ 
sentative of the British Government, the mafl 
problems in which the Jewish people were concerne 

with regard to Germany. # . 

This might well be the last opportunity available 

to us to seek the aid of the Western Allied Powers 

in securing from the Germans the rights and claims 
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which had, during and since the end of the war, 
been put forward frequently by the World Jewish 
Congress. We had hoped that these rights and claims 
would have been in large measure fulfilled by this 
time, but, while there had been understanding by 
the Western Allies of the Jewish position and a 
certain amount of assistance in particular matters, 
we could not say, to our regret, that we had ob¬ 
tained anything like satisfaction. Indeed, now on 
the eve of Germany’s reinstatement as a sovereign 
Siate, we were bound to say that our claims had re¬ 
mained unsatisfied. Accordingly, the purpose of this 
meeting was, in a sense, a final appeal to the British 
Government and for that matter to its Allies, to see 
that justice should be done to the Jewish people who 
had suffered so much at the hands of Germany, 

Xo clear the way for a discussion of the problems 
themselves, Mr. Easterman asked Lord Henderson if 
he would tell him if we were right in assuming that 
West Germany’s restoration as a sovereign State was 
imminent, if Allied control was coming to an end, 
and if so, when this was likely to materialise. 

Lord Henderson said that it was right to assume 
that we were at “the penultimate stage” in relation 
to recognition of Western Germany as an inde¬ 
pendent sovereign State. He was not in a position 
to give, and no one could state, a precise date 
even time when this would occur. It might b 
months, and he would not care even to suggest e 
number. The work of the Tripartite Internationa 
Allied Study Group which had been examining t w 
Occupation Statute, was not yet completed, and t e 
work done in New York was not yet finalised. 
opinion, having regard to the general situation, r 
sooner Germany became a sovereign State, t £ 

The present dubious position was bad for 
as well as for the Western Allies, and undesi 
in relation to the international situation. 

With regard to the Jewish claims. Lord fiend 
said that, as he had told me on previous occa ^ 
he not only understood the Jewish position 
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TREATY OR 
AGREEMENT 


attitude with regard to Germany, but he had the 
fullest possible sympathy for the causes and impulses 
which governed it. He would say, as he had said be¬ 
fore, that there was justice in the Jewish claims that 
Germany should redress the wrongs which the Hitler 
regime had inflicted upon the Jews. He and his 
predecessors had understood this and had done their 
best to satisfy these claims insofar as it was possible 
and practicable. They had been bound to base their 
efforts on what was possible and practicable and to 
consider the fulfillment of claims in the light of 
Germany’s ability to fulfill them. He had consistently 
pursued the line of endeavouring to secure what 
was the maximum possible on the various claims 
that had been put forward. His attitude had always 
been positive, and he had put his views strongly. 

Mr. Easterman enquired whether there was to be a 
Treaty between the Western Allies and the Federal 
German Republic. 

Lord Henderson said that in according sovereign 
status to Germany, there would be a new contractual 
relationship between the Western Allies and Ger¬ 
many. He could not say whether this would take 
the form of a Treaty but he could say that the con¬ 
tractual relationship would contain the maximum 

sovereign rights for Western Germany. 

Mr. Easterman said that the form of this contrac¬ 
tual relationship was important because a Treaty 
between equals would preclude the continuance of 
any form of Allied control and authority, whereas 
something less than a Treaty could provide the pos¬ 
sibility of the maintenance of Allied control. This 
was particularly important in telation to Jewish 
claims against Germany, because an integral part 
of our representations was that Allied supervision 
and control would secure the implementation of 
German obligations. 

Lord Henderson replied that a grant of maximum 
sovereign rights to Western Germany implied the 
reduction of allied authority to the barest minimum. 

Mr. Easterman then proceeded to a detailed dis- 
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cussion of the specific matters which were put for¬ 
ward in his letter to Lord Henderson of 25th July, 
1950, and to which he had replied in his letter of 
20th September, 1950. 

On the subject of restitution, Mr. Easterman called 
attention to Lord Henderson’s statement that "we 
have taken note of your views that restitution should 
remain a reserved subject in any revision of the 
German Statute, and the German Federal Govern¬ 
ment should undertake to respect and implement 
the Allied legislation in this field", and enquired 
what were the prospects of restitution remaining a 
reserved matter in the light of the impending grant 
of "maximum sovereign rights to Western Ger¬ 
many. 

Lord Henderson said that he had always held and 
pressed the view that Germany should fulfil its ob¬ 
ligations to the victims of Nazi persecution. It was 
his determination to see that this was carried out. As 
he had already informed Mr. Easterman on previous 
occasions, the British Government, through the High 
Co m missioner in Germany, had advised the German 
Federal Republic in Bonn to enact a General Claims 
Law governing the matters in which we were con¬ 
cerned. He asked Mr. Wilson what the present posi¬ 
tion was. , 

Mr. Wilson said that he had from Germany t < 

very morning a communication which was of a con 
fidential character. At Lord Henderson s lequest an^ 
on Mr. Easterman’s assurance that the matter wou 
be treated confidentially, Mr. Wilson said t a 
General Claims Law had now been drafte y ^ 

Federal Government and the text was being 

warded to the Foreign Office. ,, 

Lord Henderson said that this draft Law 
be carefully examined and the various points 
we had raised would be fully taken into acco ^ 
although he would not wish to be understoo 
saying that our views would necessarily he 
in their entirety. 
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Mr. Easterman, in expressing appreciation of this 
confidential information, asked if it would be pos¬ 
sible for us to be given the opportunity to examine 
the draft Law, with the view of suggesting amend¬ 
ments or improvements. Lord Henderson said that, 
while there was difficulty in such an unusual pro¬ 
cedure, he would consider whether we could not be 
given a sight of those parts of the draft Law which 
related specifically to matters in which we were 
concerned. 

Mr. Easterman then referred to the question of 
compensation to victims of Nazi persecution and to 
the unsatisfactory character of the existing legisla¬ 
tion in Germany. The most serious objection was 
the arbitrarily fixed dates for residence in Germany 
as a qualification for compensation. The fact was 
that many thousands of such victims who had suf¬ 
fered damage by reason of Nazi persecution were 
either not in Germany on these dates, or had been 
compelled to leave before them. This manifest in¬ 
justice was illustrated vividly by the case of Aus¬ 
trian Jews who had suffered at the hands of the 
Germans. The Austrian Government declined to 
compensate these people on the ground that they 
were not persecuted by Austria. If their claims for 
compensation were denied through a residence in 
Germany qualification, they had no means of secur¬ 
ing their just right to be compensated. 

Lord Henderson said that this was a new point 
worth consideration, and he would have it ex 

amined. 


IMPLE- Mr. Easterman , referring to the implementation o 

MEN TING legislation regarding restitution, compensation an 

GERMAN similar matters, enquired how the rights under this 

LEGISLATION legislation could be guaranteed if Allied authority 

or control were either reduced to the minimum or 
eliminated by virtue of the new contractual relation¬ 
ship between the Western Allies and Western Ger 
many. He suggested it was possible that, having 
enacted such legislation, the present Gentian Gov 
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ernment or a successor might, at some stage, either 
abrogate the legislation or render it inoperative for 
one reason or another. 

Lord Henderson said that there was no reason to 
think that the German Government would not re¬ 
spect its obligations, especially those voluntarily un¬ 
dertaken. In the case of a successor Government, it 
was the normal practice that a Government did not 
abrogate the legislation of its predecessor. Besides, 
in the event of a Treaty or similar contractual rela¬ 
tionship between States, there was always recourse to 
the Intemational Court by one of the contracting 
States. 

Mr. Easterman suggested that there was a differ¬ 
ence between the rights of individuals, who did not 
have the right of recourse to an International Court, 

and those of States which had. 

Lord Henderson replied that claimants could al¬ 
ways, as was the custom, obtain the intervention of 

their Government on their behalf. . 

Mr. Easterman answered that, while this would 
be true in the case of citizens of one of the contract¬ 
ing parties, it would at least be more difficult in the 
case of claimants who were citizens of countries not 

party to the contractual relationship. 

Mr. Easterman suggested that a Mixed Tribunal 
be set up, composed of representatives of the con¬ 
tracting Powers, and that beneficiaries of German 
legislation could appeal to this Tiibunal for r 
dress of grievances. There were precedents for sue 
a Mixed Tribunal which would maintain the p 
sibility of international supervision of the fulfilmen 
of Germany's obligations to the victims of 

persecution. _ .,, 

Lord Henderson said that the suggestion would 

carefully considered. 

of 

Mr. Easterman dealt at some length with the 1 ^ ^ 

the Jewish people to receive a collective Ge ^ 
indemnity for the wrongs done to the Jewish peop 
by the Government of the Third Reich an 
which, in our opinion, neither the Geiman 0 
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ment nor the German people could divest themselves 
of responsibility. He referred to Lord Henderson's 
letter of September 20, stating that “in our view such 
proposals would have to come in the first place from 
the Germans themselves. To attempt to impose a 
measure of indemnification to the Jewish people 
would not, I am afraid, be practically possible and 
it would only stir up anti-Jewish feeling in Ger¬ 
many”. With regard to the first point, we had no 
confidence that any such proposal would come from 
the Germans themselves. 

Dr. Adenauer’s offer of 10 million Marks, or about 
2 Marks per murdered Jew, was regarded by the 
Jewish people as an insult. In any case, both the 
circumstances and the manner of this “offer” did 
nothing to reduce, if it did not in fact intensify 
Jewish bitterness against the Germans. With regard 
to the second point, one had to aecept the difficulty, 
in the present political situation and having regard 
to the international conflict, of imposing on the 
Germans indemnification to the Jewish people. This 
did not, however, eliminate the duty of the Germans 
to assume responsibility and to make some real at¬ 
tempt to indemnify the Jewish people in some prac¬ 
tical manner commensurate with the wrongs in¬ 
flicted upon the Jews. 

The Jewish people would have better understood 
the real position about “practicability if Dr. Ade¬ 
nauer had, in the Bonn Parliament, said in the first 
instance to the German people, “a great crime has 
been committed against the lews which we must 
understand and for which we must accept responsi¬ 
bility”, and on the other hand to the Jews, “we 
recognise our responsibility for the crimes done to 
you, but we are unfortunately not in a position to 
offer you compensation in any way proportionate to 
. the losses and die injuries you have sustained. But 
we are anxious to do everything we can . A/V ac 
cepting the difficulty of an imposed indemnity, there 
was still the time and the opportunity for the West¬ 
ern democratic Allies to use their influence to per¬ 
suade and even to convince the Germans that they 
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had a great moral duty towards the Jewish people, 
and that this recognition on their part should be 
accompanied by a practical token of compensation 
commensurate with the losses of the Jewish people. 
The British Government, with its long tradition of 
the observance of moral principles in politics, could 
play a particular part, at this last moment, in giving 
advice to and even exercising influence upon the 
Germans in this regard, and to advise the German 
Government that its observance of moral principles 
was an integral, if not the most important element 
in Germany’s re-admission to the Family of Nations. 

Lord Henderson said that he not only understood 
the emotions of the Jewish people in relation to Ger¬ 
many, but he fully sympathised with them. About 
the justice of Jewish claims there could be no ques¬ 
tion. The matter was, however, and unfortunately, 
a severely practical one. No amount of compensation 
could recompense the Jews for the human losses they 
had sustained, and any adequate indemnification 
was beyond the means of the German Government. 
He believed Dr. Adenauer to have been sincere in 
his offer, and he (Lord Henderson) thought it was a 
pity that the Jewish people had not considered this 
gesture as a starting point for discussion of an 
amount which, though it could never be adequate, 
could still have been regarded as a recognition of 
a desire on Germany’s part to redress the wrong 
done to the Jews. He referred to the Israel Govern¬ 
ment's refusal to end the state of war with Ger 
many, and thought this was inconsistent with 
expectation that Germany should make a paym 
by way of indemnification. On the question ° 
amount. Lord Henderson enquired what would 
regarded as acceptable to the Jewish people. 

Mr. Eastertnan replied that, as Lord Hen er 
himself had said, it was not possible to estimate ay 
sum which could possibly represent the Jewis 
at the hands of the German Third Reich. S “ or 
this (and speaking entirely for himself), Mr. a 
man would estimate an acceptable offer by t 
man Government to be £500,000,000. 
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Lord Henderson said that this was a figure beyond 
the capacity of Germany to pay, and any such sum 
could not, in any case, be paid except over a long 
period. 

Mr. Easterman answered that it was not for him 
to express an opinion about this but, having been 
asked the question as to what would be considered 
an acceptable payment by way of indemnification, 
his reply was £500,000,000 and, no doubt, arrange¬ 
ments could be made regarding the method and 
time of payment. In answer to Lord Henderson’s en¬ 
quiry as to whom an indemnity could be paid, Mr. 
Easterman said that part of such a payment would 
obviously have to be made to the Government of 
Israel and part to a consortium of international 
Jewish organisations engaged in the work of Jewish 
rehabilitation and of providing for the survivors of 
the victims of Hitler. 

Mr. Easterman concluded by addressing a most 
earnest and emphatic request that the British Gov¬ 
ernment should take the initiative, especially at this 
crucial moment of the impending re-admission of 
Germany to the Family of Nations, to use the whole 
weight of their influence, backed by the great moral 
traditions of British politics, to impress upon the 
German Government the necessity of marking a 
restoration to sovereignty by expressing in a tangible 
and appropriate form its recognition of its moral 
duty and responsibility to compensate the Jewish 
people for the crimes committed against them. 

Lord Henderson said that the views expressed and 
the suggestions made would receive most careful 

consideration. 

15th January, 1951. 

The foregoing documents are reprinted with the permission of Mr. 

A. L. Easterman. 
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startling. The influx of German goods enabled 
the small, new state to build up a merchant 
marine, quintuple its electrical generating capac¬ 
ity, modernize the railroads, improve communi¬ 
cations, and supply materials and equipment 
to some 1,300 firms. Israel was in business, and 
all during the Shilumim period, the economy of 
the Federal Republic of Germany was also 
growing, firming into stability, and becoming a 
cornerstone of the European economic com¬ 
munity. 

Long and difficult research in several lan¬ 
guages and in several countries preceded the 
writing of this volume. It is based on material 
never fully utilized before, on primary historical 
documentation, and on much firsthand informa¬ 
tion. For readers who find in the story of Israel 
a modern drama, the author’s exploration of the 
economic future of Israel will prove a major 
feature of his work. ‘‘In Israel,” he observes, 
“all realists believe in miracles.” But the mir¬ 
acles of the country and its people still leave 
unanswered a profound and haunting question : 
What will happen to Israel s economic develop¬ 
ment if peace is finally established and the uni¬ 
lateral fund inputs of the recent past dry up? 

The reader will find throughout this major 
chapter in postwar economic history the stamp 
of a mind at once compassionate and dispassion¬ 
ate. The book is the first of its kind and on its 
subject. Informative, brilliantly analytical, and 
authoritative, it documents one of the most re¬ 
markable stories of our time. 
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